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(1)

REVIEW OF THE FARM SECURITY AND RURAL
INVESTMENT ACT OF 2002

THURSDAY, MAY 20, 2004

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GENERAL FARM
COMMODITIES AND RISK MANAGEMENT,

COMMITTEE ON AGRICULTURE,
Washington, DC.

The subcommittee met, pursuant to call, at 9:32 a.m., in room
1301 of the Longworth House Office Building, Hon. Jerry Moran
(chairman of the subcommittee) presiding.

Present: Representatives Smith, Lucas, Burns, Neugebauer,
Osborne, Goodlatte [ex officio], Peterson, Alexander, Dooley, Pom-
eroy, Boswell, Etheridge, Hill, Davis, and Stenholm [ex officio].

Staff present: Matt O’Mara, subcommittee staff director; Christy
Seyfert, Callista Gingrich, clerk; Craig Jagger, Teresa Thompson,
Howard Conley, Anne Simmons, and Tony Jackson.

OPENING STATEMENT OF HON. JERRY MORAN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF KANSAS

Mr. MORAN. The Subcommittee on General Farm Commodities
and Risk Management will come to order. I welcome you all, and
your presence here. I thank our witnesses for their testimony that
we will soon receive.

We are here to commemorate something that happened 2 years
ago this month, the signing of the farm bill. It has been in play,
amazingly to me, now for the last 2 years, and it seems appropriate
to me that we take a moment to review not its implementation, but
how its policies, that are included in that farm bill, are working for
everyday farmers across the country. Our panel consists of a high
level official from the Department of Agriculture, Dr. Collins, and
a number of farm organizations are here with many of their top
leadership, and I am very grateful for that.

We have a very full agenda today. I try very hard to have this
subcommittee meet in shorter periods of time rather than day-long
hearings, and we are going to try to make certain that is the case
today, and so I would ask that our witnesses limit their remarks
to the usual 5 minutes. Their entire statement will be made a part
of the permanent record of this subcommittee.

I recognize that crafting the Farm Security and Rural Invest-
ment Act of 2002 was a long and intensive effort. A series of hear-
ings and meetings across the country, led by Chairman Combest
and Mr. Stenholm occurred, and we took lots of testimony, heard
lots of comments, and created a farm bill. The years leading to that
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farm bill were difficult ones for American agriculture, and a series
of ad hoc disaster market loss payments were provided. They were
vital to the farm sector, but they also were very uncertain.

The purpose of this hearing, as I indicated earlier, is not imple-
mentation of the law. For 2 years, this bill has been the law of the
land. USDA, in my opinion, made a commendable effort in imple-
menting a very complex and time-consuming policies and programs
developed by the farm bill. A quick review of the highlights of that
farm bill, particularly as they relate to the jurisdiction of this sub-
committee. We allowed the producers to update bases and yields.
We restored the counter cyclical program. Oilseeds were now a cov-
ered commodity. A number of changes were made in other areas
somewhat outside the jurisdiction of this subcommittee, peanuts,
wool, mohair, honey, milk, income loss, compensation program in
sugar had changes.

Apart from the traditional crop programs, the farm bill of 2002
provided farmers with additional incentives for conservation prac-
tices, including an 85 percent increase in funding.

One of the most interesting and useful developments, in my opin-
ion, from the 2002 farm bill, is its current estimated cost. We actu-
ally now have real information about that, and the estimates by
CBO at the time we passed the farm bill were significantly higher
than reality, and this change in cost, I think, can be attributed to
an improving farm economy related to higher commodity prices.

The farm bill, its cost drew lots of criticism, and I am happy to
hear what Dr. Collins and others have to say about the actual cost
of the farm bill, and the predictions that were made, and the criti-
cism that that generated, both here and our editorialists, and
around the world.

No legislation passed by Congress is perfect, and any farm bill,
particularly this one, it is an attempt to accommodate wide-ranging
interests and different economic conditions and philosophies, and
my goal for this hearing is to not just hear about good things, and
not just to hear, probably, the typical testimony will be please don’t
open the farm bill, which I am willing to hear, but I would also like
to know that if there are things that need to be improved, policies
and strategies that did not work, or are not working well, I would
like to know that as well.

I want this to be a meaningful oversight hearing. I would suspect
we will have additional hearings in regard to this topic, but I think
this second anniversary is a good time to begin. I would also re-
quest our witnesses to attempt to limit their comments to commod-
ity provisions related to program crops, issues that are within the
jurisdiction of this subcommittee.

And with that, I turn to the gentleman from Minnesota, Mr. Pe-
terson, for any comments he would like to make.

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MIN-
NESOTA

Mr. PETERSON. Thank you, Mr. Chairman, and thank you for
your leadership. I thank all of you for being with us today.

I will be brief, so we can move this along, but I think it is a good
time for us to take a look at the provisions of the farm bill. As you
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know, a lot of improvements were made in that farm bill. I still
think, however, that we still have a hole in the overall farm pro-
gram, I would like to see us have a permanent disaster program,
along with and in addition to crop insurance, and any of you that
have any thoughts about that, there are parts of the country where
we have got significant drought, again, coming up on us this year,
and I think we would be better served if we had a permanent dis-
aster program in place, rather than doing these ad hocs that we
have done in the past.

I would also like to welcome, from the big town of Murdock, Min-
nesota, one of my constituents, Mr. Dave Frederickson, the presi-
dent of the National Farmers Union, to the panel today, and we ap-
preciate you leaving Murdock to come up and see us, Dave.

Thank you, Mr. Chairman, and I look forward to hearing the wit-
nesses.

[The prepared statement of Messrs. Peterson, Smith, and Davis
follows:]

PREPARED STATEMENT OF HON. COLLIN C. PETERSON

I want to thank the chairman for calling this hearing at this important time of
the second anniversary of the signing of the farm bill. I would also like to extend
a welcome to our distinguished guest who will be testifying here today.

The farm bill is a landmark piece of legislation that has worked. Money has been
available when market prices couldn’t support our producers and the system has al-
lowed for good markets to support our producers when they were present without
distorting prices. The system is a balance that has proven from last year to this
year of record prices in some commodities to be working.

There have been criticisms that the farm bill adds to the budget deficit, but in
fact theCBO estimate that the commodity program costs for the first 3 years of the
farm bill are $15 billion less than originally expected.

I know from reading the testimony today that our commodity organizations are
pleased with the outcome of this farm bill and the fact that the farm bill has ended
up costing less than expected due to good prices and balanced programs is a win
for the farmer and taxpayer.

I look forward to today’s testimony.

PREPARED STATEMENT OF HON. NICK SMITH, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF MICHIGAN

Thank you Chairman Moran and Ranking Member Peterson for holding this hear-
ing to review the Commodity Title in the Farm Security and Rural Investment Act
of 2002.

I’d also like to thank Dr. Collins for his high level of expertise and integrity he
brings to the USDA. I look forward to his testimony as well as that from the farm
and commodity groups before us today who speak directly for the producers of these
various agricultural commodities.

Two of my concerns I’d like to address today, in regard to whether the 2002 farm
bill is serving the needs of our farmers and agribusinesses are: Is the Research Title
of the 2002 farm bill adequately addressing the needs of the groups present here
today? Do commodity certificates need to be included under the $75,000 marketing
assistance loan caps?

First, I have been an avid supporter of agricultural research, especially biotech
development for our farm-gate sector. Agricultural research will have to continue to
adapt and grow to provide the U.S. with the safest, most affordable food supply in
the world. However, with the exception of recent years in which USDA research
agencies have received supplemental funds for antiterrorism activities, the agricul-
tural research budget, when adjusted for inflation, has remained flat for almost 30
years. Furthermore, current financial difficulties at the state level are causing some
states to reduce the amounts they appropriate to match the USDA formula funds
for research, extension, and education.

With that said, does the current agricultural research funding model need to be
revamped? Does the Federal Government have the right to unilaterally direct the
priorities and activity of the state while at the same time; states go around the sys-
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tem by soliciting special earmark grants from Congress to meet the needs of the
state? While this has been the accepted procedure in the political arena, national
priorities in the past were initially developed in an interactive debate between the
substantive partners to reach a consensus of the states and the relevant Federal
agencies before going to Congress. The decline in this partnership silences the voice
of the larger agricultural science community in setting priorities and reduces the ca-
pacity and flexibility of the colleges and USDA to deal with the problems in agri-
culture and society.

Changing this will require a fundamental shift in our views of how to attain agri-
culture research funds including Members of Congress. Both of this year’s agri-
culture appropriations bills will likely retain nearly all funding for earmarked spe-
cial research grants, while the administration had recommended the elimination of
virtually all such funding. Is this the path we want to continue to walk?

We can compare the National Institutes of Health (NIH) funding model, which
was funded at $27 billion in fiscal year 2003, to support activities that maintain and
improve health through medical science. The NIH, through a competitive granting
program for both public and private enterprises, has gone through a 5-year effort
by Congress to double the size of its funding, which began in 1998 at $13.6 billion.

I’m looking for input here. Any change will have to start from within for the in-
volved stakeholders. President Franklin Roosevelt noted, ‘‘There are many ways of
going forward, but only one way of standing still.’’ Do we just let our current agri-
cultural research model stand still or are their new and better ways to approach
this dilemma/opportunity?

Second today, I’d like to follow up on the Payment Limit Commission Report that
came out last year. Again, I thank Dr. Collins for his leadership in conducting this
report in a concise and timely manner.

Reading some of the comments following the Commission’s report, it seems impor-
tant to stress the fact that a few large farmers utilizing generic commodity certifi-
cates are avoiding payment limits. Under the current law, there are no limits for
price support payments to farmers using commodity certificates. When the $150,000
limit is reached, producers can continue to receive unlimited price support benefits
through loan forfeitures and generic commodity certificates. Generic commodity cer-
tificates are in practice the same thing as LDP’s or marketing loan gains, yet they
are not included under the payment limitations.

Thus, generic commodity certificates are essentially loopholes allowing large farm-
ing operations to exceed the payment limits. As a result large farms can collect mil-
lions of dollars in Federal subsidies. Is it really the objective of Federal farm policy
to provide virtually unlimited price support to large farming operations? Personally,
I would be in favor of increasing the overall payment limit if generic commodity cer-
tificates were included under this cap.

It is often argued that cooperatives need to use these certificates as a marketing
tool and that the money is spread over numerous producers. This argument dodges
the real issue, however, that generic certificates provide a loophole for large produc-
ers in the cooperatives to collect unlimited dollars in Federal subsidies above and
beyond the so-called payment limits. Even within such co-ops, individual farm pro-
duction records can be used to enforce compliance if this loophole were closed. As
you may know a majority of the Senate and the House voted to instruct conferees
to have real payment limits. Unfortunately, the conferees did not follow through.
The next farm bill is at risk of overly severe limits if continued abuse is evident.

The next farm bill will spend less money, and therefore for American agriculture
to better compete we need the research to lower production costs, more fair trade
agreements, review of overzealous regulation, and lower State and Federal taxes on
farmers and ranchers.I look forward to the testimony.

PREPARED STATEMENT OF HON. LINCOLN DAVIS, A REPRESENTATIVES IN CONGRESS
FROM THE STATE OF TENNESSEE.

I’d like to thank the chairman and the ranking member for holding this hearing
today to review the 2002 Farm Security and Rural Investment Act. Coming from
the Cumberland Plateau inTennessee I have the honor to represent a very rural dis-
trict. In fact, the National Journal ranked my district, the fourth most rural district
in Congress. Given this fact I think it is pretty obvious where my priorities and con-
cerns for my constituents lie.

While I understand the importance of the title I program in a time of an increas-
ingly growing global economy, and I understand rural development is not under the
jurisdiction of this subcommittee, I am concerned about the lack of appropriate
funding for the rural investment programs For instance:
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The Rural Investment Program: the farm bill authorizes $100 million total for fis-
cal year 2002–07. Appropriators have blocked funding for the program in fiscal year
2002–04. The administration recommended canceling funding for the program this
year.

Value-added Product Market Development Grants: Mandatory funding is author-
ized at $40 million in each fiscal year 2002–07. In 2002 $26 million was appro-
priated, funding was blocked in 2003 (there was $15 million in discretionary fund-
ing), 2004 mandatory funding was blocked again (with $15 million in discretionary).
The administration recommended canceling funding for this mandatory program.

Firefighters and Emergency Personnel Training Grants: the program is author-
ized at $10 million for each fiscal year 2002–07. No funds have ever been appro-
priated and the administration recommended canceling the program this year.

Rural Investment Program: the farm bill authorizes $100million for the program.
Nothing was appropriated the first 2 years, funding was blocked in 2004 ($4 million
in discretionary). In 2005 the administration recommended canceling $21 million in
mandatory grant funding

Rural Access to Broadband: farm bill authorizes $20 million for each year through
fiscal year 2007. Mandatory funding has been blocked every year and for fiscal year
2005 the administration requested canceling the program’s funding.

For the people I represent this is unacceptable. In addition to the commodity pro-
gram, rural America needs title VI programs to be fully funded in order to grow,
develop, and continue to provide an opportunity for a good life. Currently there is
a real problem of young people leaving rural areas in search of better opportunities.
We need real investments in infrastructure for job creation so the better life our
young people seek can be found at home.

Again, I understand the need for the commodity program, and I am pleased to
see it has come under the original Congressional Budget Office predictions for the
farm bill, but unless we pay attention and fund the rural development aspects of
this bill we risk losing a great part of America. The kind of people I get to represent.

Mr. MORAN. I thank the gentleman, and we will commence our
hearing, and I recognize Dr. Keith Collins, the Chief Economist at
the Department of Agriculture. Welcome, Doctor.

STATEMENT OF KEITH COLLINS, CHIEF ECONOMIST, U.S.
DEPARTMENT OF AGRICULTURE

Mr. COLLINS. Thank you very much, Mr. Chairman. Thank you,
members of the subcommittee.

I appreciate the opportunity to start this hearing off by reviewing
the state of the farm economy and the performance of commodity
programs in the 2002 farm bill. Now, at the 2-year mark of the
farm bill, I think the story is as you outlined, Mr. Chairman, very
positive. USDA began implementation of the farm bill by identify-
ing 500 action items that we would have to implement. We esti-
mate that today we are about 95 percent complete, and that we
have implemented these provisions quickly, efficiently, and equi-
tably.

The commodity provisions of title I are in full operation, and thus
far, we have paid out about $15 billion in payments, and there are
many other farm bill programs that affect commodity producers
that have also been implemented, especially in the areas of con-
servation and energy, such as the CRP, EQIP, the Grassland Re-
serve Program, the CCC Bioenergy Program, the Renewable En-
ergy Systems and Energy Efficiency Program, to name a few.

When USDA began implementing the farm bill in the summer of
2002, the Dow Jones Industrial Average had dropped below 8,000,
the price of corn was below $2 a bushel, the price of soybeans was
under $5 a bushel, and cotton prices were 35 cents a pound. At
that time, the farm bill was poised to be costly, and a highly sig-
nificant component of future farm income. You talked about the

VerDate 11-SEP-98 11:31 Jun 23, 2004 Jkt 094330 PO 00000 Frm 00008 Fmt 6633 Sfmt 6633 F:\DOCS\10830 HAGRI PsN: HAGRI



6

media, Mr. Chairman. I recollect that Business Week at that time
characterized enactment as ‘‘a horrendous event for the American
taxpayer.’’

The story today is remarkably different. Farm exports may be a
record high, even with the disruptions caused by BSE and avian
influenza. Domestic demand is surging. Prices are setting records.
Farm income was record high in 2003, and it is going to be very
strong again this year.

On May 12, the Department issued its first official forecast for
the 2004 crops, and we forecast record high corn, soybean, and rice
crops, a good cotton crop, but wheat down about 11 percent, be-
cause of the dry weather. But even if we achieve the record crops
that we forecast, we expect declines or only very slight increases
in carryover stocks of all major commodities. Markets will be tight,
and the tight market suggests that prices will remain strong, al-
though volatile, for the rest of this marketing year and through the
upcoming marketing year.

The performance of the livestock sector has been no less extraor-
dinary than the performance of the crop sector. U.S. meat produc-
tion was down slightly in 2003. It is forecast to go up only slightly
this year, and when you combine that with very strong demand,
that has pushed livestock and poultry prices to surprisingly high
levels, and they are expected to remain strong through 2005 as
well.

The robust farm economy illustrates the important counter-
cyclical design of the 2002 farm bill. When market prices are
strong, the farm program support structure becomes fairly benign.
When market prices are weak, then the farm program support
structure plays an expansive role in supporting farm income.

Federal spending on price and income support programs for the
2003 through 2005 fiscal years was estimated in the President’s
budget released in February to be down $17 billion below the levels
forecast right after enactment of the farm bill, and based on more
recent prices, it is more likely down in the neighborhood of $20 bil-
lion. As a result of that, the payments under our commodity pro-
grams which were 37 percent of net cash farm income in 2000, will
equal only 14 percent of net cash farm income this year.

One of the more remarkable feats of farm bill implementation, as
you mentioned, Mr. Chairman, was how quickly and how effec-
tively the Farm Service Agency implemented the massive project of
partial base and yield updating. About 45 percent of enrolled pro-
ducers, accounting for 40 percent of base acres, elected to update
bases and program yields, and in addition to that provision, the
Department has successfully implemented the program of direct
and countercyclical payments, marketing assistance loans, the
quota buyout program for peanuts, a new marketing allotment pro-
gram for sugar, and a Milk Income Loss Contract Program that has
provided, thus far, $2 billion in payments to dairy producers.

The farm bill has continued the market-oriented planting flexibil-
ity provisions of earlier farm bills, like the 1996 Act. Decoupling
payments from planting decisions allows producers to pick the crop
mix that best meets their economic, their environmental, and other
considerations without losing their payments.
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Now, there has been some criticism that the 2002 farm bill re-
coupled production with payments, through the base and yield up-
dating provisions, but the data that we have looked at suggests
that producers are continuing to make their planting decisions
based on market conditions, and not on base allocations.

While the 2002 farm bill will continue to generate questions, and
surely face challenges in the coming years, I think at the end of
its second year, there appears to be general agreement that the
farm bill has provided a built-in safety net that producers and
lenders can rely on when prices drop to very low levels, and it has
provided new tools for addressing resource concerns on working
lands.

The commodity programs are functioning as envisioned, with cur-
rent tight markets leading to lower payments to producers and a
savings to taxpayers. Resources are being allocated by costs and by
returns that are largely determined based on market prices, and
producers have the freedom to select their most profitable enter-
prises.

That completes my statement. I will be happy to answer ques-
tions.

[The prepared statement of Mr. Collins appears at the conclusion
of the hearing.]

Mr. MORAN. Dr. Collins, thank you very much for your summary.
I was looking in your testimony to find the words that you just

said, is the topic that I wanted to explore with you for a minute,
and that is the balance between fixed payments and those based
upon production, the so-called issue of decoupling. The House and
Senate had philosophical and other disputes, debate over these
issues. Any sense that we have struck the right balance in those
payments? And I would like for you to elaborate, if you would, on
why you are able to reach the conclusion that the payments are not
affecting planting decisions, or that farmers are making decisions
based upon the market, as compared to the farm program.

Mr. COLLINS. Well, let me start with the last question first, and
I think the fact that producers are reacting more to market prices
is in large part a function of where markets are right now. Price
levels for all of our major commodities are essentially above loan
rates.

Loan rates, as the Department has long held, are probably the
most production-distorting of all the program provisions. It is
counted as a commodity-specific Amber Box program under our
WTO notifications. And so this is a program that has really receded
into the background over the last couple of years. Our spending on
loan deficiency payments over the last couple of years has amount-
ed to only a couple of billion dollars, so we don’t think that that
has had much of an influence on production decisions.

Likewise, we have long felt that direct payments and counter-
cyclical payments are decoupled from production. Producers get
those regardless of what they plant, even though one of them, the
countercyclical payment, is price-based.

So, it is the theory of those payments, combined with empirical
work that lots of analysts have done, which suggests that both the
direct and countercyclical payments are minimally production-dis-
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torting. So, I think it is based on that body of work that I can draw
a conclusion about how market-oriented farm programs are today.

I would also say if you look at the crop acreage bases that pro-
ducers have, there is an awful lot of shifting of what is planted on
those crop acreage bases. We have done some work in looking at
what bases are, and what people plant on their bases, and there
is a tremendous amount of interchange that takes place, and in
many cases, producers are not planting their full acreage bases ei-
ther.

Regarding the question of whether we have struck the right bal-
ance——

Mr. MORAN. Excuse me, Dr. Collins.
Mr. COLLINS. Yes.
Mr. MORAN. On the point that you just made, what are the impli-

cations, then, that conclusion. What is the implications of that con-
clusion upon the allegation that farm programs are trade-distort-
ing?

Mr. COLLINS. Well, we do acknowledge that certain farm pro-
grams are trade-distorting. And we have a $19.1 billion cap, called
the aggregate measure of support, under which we can spend that
level on programs that are production and trade-distorting. And we
have been up in the $14, $15, $16 billion range in some years
under that cap. So, we do have programs that are production and
trade-distorting. We are permitted, under the WTO, to have pro-
grams that are production and trade-distorting.

The question is are all of our programs production and trade-dis-
torting, and in fact, are we exceeding the $19.1 billion, because we
are not counting some programs that are production-distorting
against the cap. That, of course, is the heart of a recent WTO case
that we have been involved in.

And so, I would continue to affirm that our notifications are ac-
curate until judged otherwise, that we do admit that the marketing
assistance loan program is production-distorting, and that happens
when prices get very low, below loan rates, but that countercyclical
program and the direct payment program, the crop insurance pro-
gram, are all minimally production and trade-distorting, and have
little to no effect on global market prices.

Mr. MORAN. Thank you. I would appreciate the second part of my
question, then.

Mr. COLLINS. The second part of your question is a judgmental
response. Have we struck the right balance between payments that
are decoupled and payments that are not decoupled? At the mo-
ment, the balance looks pretty good, because almost all of our pay-
ments are decoupled. The direct payments run about $5.3 billion a
year, probably for the 2004 fiscal year, we will spend $10 or $11
billion on price and income support programs, including CCC con-
servation programs like the Conservation Reserve Program.

So, if you are spending $10 or $11 billion, and you take out con-
servation, you take out trade, you are almost left only with the di-
rect payments, and so as an economist, I like that. I think that that
is a positive thing. I would prefer, from an economic efficiency
point of view, payment programs that are independent from pro-
duction decisions. So the balance looks pretty good to me.
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Now, if we go the other way, if we end up with 35-cent cotton
prices again, in years to come, and $1.50 corn prices, then I might
say that the balance has gone too far the other way.

Mr. MORAN. Doctor, thank you. Let me reiterate something you
said, and that I said perhaps in too mild of a form, which is my
appreciation to FSA employees, Department of Agriculture, for the
implementation efforts that went into seeing that this farm bill
was implemented, I think, in a very expeditious manner. There are
always difficulties in this implementation, but I think USDA did a
good job in getting us through those, and I appreciate you and the
folks at USDA for that effort.

Mr. COLLINS. Thank you. I am sure the staff would appreciate
that.

Mr. MORAN. The gentleman from Minnesota.
Mr. PETERSON. Thank you, Mr. Chairman. Thank you, Mr. Col-

lins. I am sure you know the Farm Service Agency has redefined
the family farm definition, where they are using now specific in-
come figures to decide what is a family farm, and that is defined
as what is eligible for the direct loan program, and we have been
getting a lot of calls and concerns from different producers that you
can be defined as a family farm one year and not the next year,
just depending on what happens with prices. So, it created kind of
an uncertain situation out there, and people think that this is not
the wisest way to proceed with this.

Are you, as a Department, taking a look at that, and reconsider-
ing using that criteria?

Mr. COLLINS. The short answer to that, Mr. Peterson, is abso-
lutely yes. You have heard a lot about this—we have heard a lot
about this. I personally have heard about this from people in the
countryside who are concerned.

I think we were well-intentioned. We have a subjective way of
determining what a family farm is, and the concept was really to
look at a family-size farm, and the goal was to define such a farm
that was under the management of a family and used the labor
and resources that primarily a family could provide, and that judg-
ment was made locally, and it was different from one region of the
country to another. And there was some time spent in making that
judgment, so the intention was to come up with a uniform defini-
tion that would not require the time and labor of county offices to
make that judgment, thereby saving money.

In fact, the analysis we put out on this proposed rule, this is a
proposed rule, the economic impact analysis showed that there
would be a $1 million savings from this, and not from savings in
payments, savings in administrative costs in this proposed rule.
But the proposed rule would have set the family size definition at
$750,000 in gross sales, or the 95th percentile, the gross sales level
at which 95 percent of the farms in the State are below.

Obviously, that has generated a lot of controversy. The answer
to your question is we have received lots of comments on this, and
we are rethinking this. And we are going to pay close attention to
those comments.

Mr. PETERSON. Thank you. I think what you are trying to accom-
plish is right, but I think we maybe need to tweak this a little bit.
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The other thing, we had a lot of criticism back before the farm
bill about the amount of money we were spending, and opposition
during the farm bill as to what we were doing, from the adminis-
tration and others. Now, with the situation, we have saved consid-
erable money from what we thought, but I don’t think most people
in America understand this at all. I mean, some of us try to get
this message out, but we are not getting any credit for spending
less money, I don’t think, around the countryside.

Are you guys doing anything to try to help us get that message
out, that we are actually spending a lot less money, and that our
budget deficit is considerably lower, because the farm sector is not
taking the tremendous amounts of money that we did back in the
late 1990’s?

Mr. COLLINS. The answer is yes. We can always do more, but we
are testifying in House Agriculture subcommittee hearings about
this, like today. The Secretary has frequent radio bridges with the
press all across America, with the farm press. We have our USDA
radio studio, the capacity where we put out press statements all
the time that are picked up by about 850 radio stations across the
country. I do many interviews on the USDA press regarding this
issue.

So, yes, we are trying to do that. I think it is an important thing
to do, considering the constant barrage we have had in the press
criticizing the farm bill, particularly in 2002. Many of the editorials
and op-ed articles in all the major newspapers, and then of course,
the resurgence of criticism that has occurred since Cancun, related
to people criticizing the cotton program, and our farm programs as
well, in the trade negotiation environment.

So I do think it is important when you have good news to get
the good news out, because certainly, you are going to get some
heat when the news is not so good.

Mr. PETERSON. I guess the problem is that the good news is not
news half the time, so——

Mr. COLLINS. That is true.
Mr. PETERSON. Anyway, we appreciate that and appreciate you

being with us. Thanks.
Mr. MORAN. The gentleman from California, Mr. Dooley.
Mr. DOOLEY. Thank you, Mr. Chairman, and Dr. Collins. I really,

once again, appreciate your excellent testimony. I just wonder if
you will give me a little bit of an update on where we are at in
the dairy program, not the MILC program I read in your state-
ment, where it is at, but in terms of stocks that the Government
controls in butter and powder, and what is the prospects in this
time of high milk prices to start putting some of those into work-
places?

Mr. COLLINS. I am happy to report on that. As you look down the
list of stocks held by the Federal Government, I can think back in
earlier times in my career, I get this sheet that comes from the
Commodity Credit Corporation that shows the inventory in CCC,
and 10 years ago there were big numbers in every cell, but today,
there are zeros all over the place. We own almost nothing. We have
1.6 million tons of wheat in the Bill Emerson Humanitarian Trust.
We have nonfat dry milk. Most everything else is gone. We have
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sold peanuts, we have sold sugar. We have sold most of our other
products.

The nonfat dry milk, at one point, as you know, was in the neigh-
borhood of 1.3 billion pounds. And the last time I checked, which
was a couple of weeks ago, we were down to about 700 million
pounds, so there is about a 50 percent reduction there. Last week,
we sold about 30 million pounds of nonfat dry milk back into the
marketplace. We sold some 3 year old nonfat dry milk, which is a
quality issue, for about 68 cents a pound, last week. We have been
selling newer nonfat dry milk in the high 80’s a pound, the price
support level is 80 cents. It is our philosophy, and it has always
been, as we acquire CCC stocks, to sell them back into the market-
place. We couldn’t do it with nonfat dry milk, because the sur-
pluses were so large, we were taking so much in that it was not
possible. But now it is, so we have distributed an enormous amount
of nonfat dry milk. A small portion of that has been sold back into
the market. Most of it has gone to foreign trade assistance, or it
has gone to the livestock feed program that we have been operating
in the intermountain and western States. We have distributed
since April of 2003 over 300 million pounds of nonfat dry milk in
the cattle feed program that we are operating in the western
States.

As we look out over the next couple of years, I think there is
every opportunity to take that surplus, the stocks held by USDA,
to 0.

Mr. DOOLEY. Terrific. That is good news. The other issue that I
don’t know if you can help me understand a little bit is that there
has been some controversy on the renegotiation of the standard re-
insurance agreement. And I struggled with this a little bit, but it
appears that what the administration, the Department is trying to
do is to, is to strike an agreement that ensures that the Govern-
ment is getting the best deal on this, due to their calculations and
analysis that the insurance companies have been receiving what
might be considered a fairly generous contract, in terms of the re-
turns.

Mr. COLLINS. You are raising an interesting issue. The standard
reinsurance agreement, in the world of insurance, is a big deal.
Outside of that, I don’t know how much attention it gets, but it is
a contract between the Department of Agriculture and 14 insur-
ance companies, the ones who deliver Federal crop insurance.

And it is basically a contract that defines lots of things. It defines
kinds of information they have to provide for financial oversight,
but it also defines the financial terms in which we support the in-
surance companies, the administrative and operating expense reim-
bursement, and then the reinsurance terms that cover the amount
of risk that we are going to share with the insurance companies.

I would say that over the last couple of years, from a policy point
of view, the administration had drawn the conclusion that you had
just drawn, that the underwriting gains to the insurance compa-
nies were sizable and persistent, and that some of those should go
back to the taxpayer. So, over the last couple of budgets of the
President, there were specific proposals in the President’s budget.
One was to reduce the administrative and operating expense. An-
other was to cap underwriting gains. Neither of those were en-
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acted, but it was a policy position, clearly, for the last couple of
years of the administration, to recapture some of those underwrit-
ing gains.

So the administration made the decision to terminate the exist-
ing standard reinsurance agreement. That decision was made in
December 2003. It is terminated effective July 1, 2004, and to enter
into a negotiation. That has resulted in two draft proposals from
the administration to the insurance companies. In the first draft
proposal, the administration proposed saving some $70 million
through the standard reinsurance agreement. The second draft pro-
posal, the savings is $41 million. There is a third draft proposal
that will come out imminently, within the next day or two, and you
will see whatever is in it.

But I think the idea in the last proposal was to share some of
those underwriting gains with the taxpayer in two ways, by reduc-
ing the administrative and operating expense reimbursement for
high coverage level policies, 80 to 95 percent coverage, and to take
5 percent of the gains, or 5 percent of the losses, whichever it
might be, from the companies. Yes, it has been debatable, because
it is not the status quo. It is reducing the compensation to the com-
panies, and the question is can they manage that? Some companies
will say no, they can’t. We will see if others say they can by signing
the agreement. But sure, it is a give and take that is going on right
now, and as a result of that, you are reading about it, because it
is not just a negotiation that happens within a room at USDA. It
is a negotiation that is played out by people writing to their Con-
gressman and everything else, and so, yes, it is getting a lot of pub-
licity.

Mr. DOOLEY. I applaud the administration for at least engaging
in this negotiation, and I have some confidence that whatever your
final product is, you are going to have plenty of companies that are
going to be out there willing to offer this product to our farmers.

Mr. MORAN. The absence of Republican members of the sub-
committee is, I think, unrelated to the interest in agricultural pol-
icy or the popularity of the subcommittee chairman. But we are
competing with the presence of the President of the United States,
visiting with the Republican conference this morning.

But we are joined by the ranking member of the committee, Mr.
Stenholm, and I recognize you for question. I recognize the gen-
tleman from Iowa, Mr. Boswell.

Mr. BOSWELL. I appreciate that you explained that, because I
was a little worried. Now, I feel very much relieved, because I
would have thought——

Mr. MORAN. The gentleman from North Carolina, Mr. Etheridge,
is recognized. Mr. Boswell.

Mr. BOSWELL. Thank you. Thank you very much. We are neigh-
bors, in case you were wondering, and we actually get along very
well.

Dr. Collins, Mr. Stenholm and I and others were over in China
a little over a year ago, and one of the points we made, and we
were pretty distressed about, is the deficit, and then the fact that
at that time, that they were exporting grains, subsidizing and so
on. And I notice you have got part of your statement here about
there are declining stocks, but I wondered if you could bring us

VerDate 11-SEP-98 11:31 Jun 23, 2004 Jkt 094330 PO 00000 Frm 00015 Fmt 6633 Sfmt 6633 F:\DOCS\10830 HAGRI PsN: HAGRI



13

kind of up to date on what you think is going on in this arena. Are
they able to feed themselves? Are they going to be requiring more
imports from us, and impact on trade deficit, and so on, because
we got to talk to folks. I remember Congressman Stenholm, pretty
high level, and the people in the United States won’t sustain this
$100 plug billion deficit, and we talked pretty plain about—you
have got hungry people, but you are exporting feed grains.

The markets that we kind of think ought to be ours, at least we
ought to be fairly competitive for, could you talk about that a little
bit?

Mr. COLLINS. Sure. Happy to. When you look at the world of ag-
riculture today, you can’t help but focus on China first, and other
countries like Brazil and so on. We do run a current account over-
all deficit with China. Our imports from China are about $100 bil-
lion a year. We export about $30 billion a year to China.

Mr. BOSWELL. This is strictly agriculture?
Mr. COLLINS. This is everything.
Mr. BOSWELL. Everything.
Mr. COLLINS. Yes. We are running a pretty sizable deficit with

China overall on everything. China itself runs a deficit with every-
body else. A lot of people don’t realize that. They think because
they have a big surplus with us, that they have a surplus with ev-
eryone, but they don’t. They run big deficits with lots of other
Asian countries. But China, when you look at China, you see some
very remarkable things. You see the end of some trends, and the
beginning, perhaps, of some new trends. It may be a little early to
say where those new trends are going to be, but the remarkable
things that have happened start in the mid–1990’s. In the mid–
1990’s, China was alarmed about its declining grain production and
its declining stocks, and so they implemented a program that has
various titles—the one I like is the Governor’s Grain Bag Pro-
gram—to try and increase grain production, and they were very
successful in the mid–1990’s. They did boost their grain production,
and they escalated their grain stocks to the point where their grain
stocks were equal to 100 percent of the year’s consumption, which
is extraordinary. For us, if we have 10 or 15 percent, we are com-
fortable.

Well, subsequent to that, then, China embarked on a more mar-
ket-oriented posture. They were interested in joining the WTO. We
negotiated a WTO accession agreement with them. They realized
that they had far too many grain stocks to hold onto, and they
started to open up their internal economy. They started to get rid
of some of the controls they had on production. They started to let
private buyers, rather than the Government, buy commodities,
such as in the cotton market.

The result of that has been a dramatic change in acreage alloca-
tion within China, a very sharp decline in grain acreage over the
last 5 or 6 years, an increase in fruits and vegetables production,
which they are exporting to other Asian countries. They are becom-
ing a very big fruits and vegetables exporter to other Asian coun-
tries, like Japan.

So this has given us an opportunity. I think it has given us an
opportunity this year, and it is going to give us potentially a much
bigger opportunity in years to come. One of the new trends, per-
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haps, is wheat imports. China’s wheat acreage has dropped very
sharply, and they were never much of a wheat importer in recent
years. This year, they are importing wheat. Next year, we think
they are going to import something on the order of 7 million tons
of wheat, which ought to make Mr. Moran and Kansans happy. So
I think there is a change in the trend on wheat.

On corn, their acreage of corn has come down. You mentioned
feed grains. Two years ago, China exported 15 million tons of corn.
They were a big competitor of ours. It hurt our corn price. They
took away Asian markets. This year, the 2003–04 year, they will
export about 8 million tons, and their stock levels of corn are drop-
ping dramatically. We think that in the 2004–05 year, they will ex-
port 4 million tons. They might not export anything. And then be-
yond that, I think they could be an importer.

This is making a huge difference for us. It is giving us much
stronger export prospects for corn, and it makes the corn market
look very fundamentally strong for the next couple of years. And
then, of course, there are soybeans and cotton, which everybody
knows about. In my statement, I mentioned through the first half
of this fiscal year, we have exported $3.6 billion of corn and soy-
beans alone to China. That is a staggering figure. It is way above
anything we have done in history.

So, for the year as a whole, we will export at least $5.5 billion
worth of product to China, which is three to four times what we
did just 2 years ago. The question becomes are they going to con-
tinue on this path of market orientation and relying on imports for
some of these products, or will they reverse themselves, and some-
how try to become more protectionist.

I think they are in a difficult spot. The things that I read from
China’s leadership is—and I have heard this from a number of dif-
ferent sources—they want more cotton. They want more soybeans.
They want more corn. I mean domestically produced. They want
more domestically produced cotton, more domestically produced
soybeans, more domestically produced corn, more domestically pro-
duced wheat, and they want to maintain their fruits and vegetables
production for export.

They can’t do it. They don’t have the land, and their population
is growing too fast. And their incomes are rising. They are buying
more automobiles, more cars, building more roads, building more
buildings, and their population diets are changing. And I just see
no escape, they will buy more food products, more agriculture prod-
ucts from us, and they will continue to export the manufactured
products that they are so good at, and that they can do. And of
course, cotton textiles is one of those which will have a negative ef-
fect on our agricultural economy, but——

Mr. BOSWELL. Dr. Collins, thank you. My time is up.
Mr. COLLINS. OK.
Mr. BOSWELL. And I didn’t want to offend the chairman.
Mr. COLLINS. Sorry. I could——
Mr. BOSWELL. Maybe I will get a second round.
Mr. MORAN. It is not likely.
Mr. BOSWELL. Think about it.
Mr. MORAN. We are joined by the gentleman from Nebraska, who

is a member of the full Committee on Agriculture, and I would ask
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unanimous consent that he join us at the dais and be able to ask
the panelist questions.

With no objection, so ordered. The gentleman from Nebraska,
Mr. Osborne.

Mr. OSBORNE. Thank you, Mr. Chairman. Thank you, Dr. Collins,
for being here today, and I have more of a comment than a ques-
tion. I read in your testimony that prices are better, and they cer-
tainly are in terms of soybeans and corn. Cattle have held up pret-
ty well, with the BSE problems factored in, and a large part of that
has been due to the drought.

We have had to reduce our livestock herds in the northern part
of the country, and a lot of the dry land crops have been relatively
nonexistent over the last 3, 4, 5 years. So some of the price in-
creases is due to that factor. And we are seeing a lot of stress, be-
cause the number of insurers is rapidly declining, and of course,
the amount of insurance you can buy declines, the protection you
get declines with each year of drought, so I am sure you are aware
of this.

I just wondered if you had any comments, any thoughts, as to
what we might do to alleviate that situation, because we are in, on
the one hand, a very good situation, but if you don’t have a crop,
you don’t have much ability to capitalize.

Mr. COLLINS. Mr. Osborne, you raise an excellent point. Even
though, for much of America, we have had very good crops to go
along with the high prices and record high income, we have cer-
tainly had a persistent drought in the western States. Our mete-
orologists at USDA consider the drought we have had since 1999
to be among the three worst drought periods in the last 100 years.

So, there are producers that are certainly affected by this, and
it has had an effect on cattle prices. There is no question that the
continuing liquidation we have had in cattle has partially been be-
cause of the lack of forage. We have been reducing our cattle num-
bers from late 1996, for almost 10 years now. Every single year, we
have a 50-year low in our calf crop, and of course, that means less
beef production and that means higher beef and cattle prices, so
that is certainly a factor.

Another factor we don’t have good insurance tools for livestock.
There is no question about that. I think our insurance tools have
improved dramatically for crops, but they are very weak for live-
stock. But even for crops, we have the problem that you mentioned
of multi-year losses, which causes your actual production history,
your APH yield, the yield that you get your insurance coverage on,
it causes that to go down, and so you get less coverage.

And there is a second thing. We set our premium rates based on
APH relative to county averages, and when your APH goes down,
your premium goes up as well, so you get a double hit. You get a
higher premium, and you get a lower level of coverage. It is inter-
esting you raise that point, because just, I think, a week ago, or
two weeks ago, the Risk Management Agency held a conference in
Kansas City, which Mr. Moran was kind enough to speak at, where
we kicked off a process to try and solicit the best ideas from re-
searchers in America on how to deal with this multi-year yield loss
problem. And we have received a number of very good proposals.
I have been on the review team that has been reviewing those pro-
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posals, and we are going to award a substantial amount of money
to some private sector companies to develop a solution for the
multi-year yield loss problem.

Now, we have told them that the solution we want them to de-
velop shouldn’t be constrained by law, that they can come up with
something that might even require a change in law, so we are look-
ing for the most creative ways we can to come up with a solution
to the multi-year yield loss problem.

It is not an easy thing, because if truly, the actual risks of pro-
duction are reflected in that lower yield, then if we do something
to inflate that yield, we won’t have an actuarially sound program.
So we want to balance the actuarial soundness of the crop insur-
ance program against the need to provide affordable good produc-
tion insurance to producers. And so, we are working on that, and
unfortunately, it is a slow process in the insurance world.

Mr. OSBORNE. Thank you. I yield back, Mr. Chairman.
Mr. MORAN. Thank you, Mr. Osborne. The gentleman from North

Carolina, Mr. Etheridge.
Mr. ETHERIDGE. Thank you, Mr. Chairman. Let me thank you for

holding this very important meeting.
Mr. Collins, during the hearing on trade we held here yesterday,

the National Milk Producers raised a question, a criticism against
USDA. I realize this hearing is not on that today, or comments, but
I want to ask a question on it, because I think you are in a position
to maybe shed some light on it. Because they were critical, because
the Dairy Export Incentive Program, in their opinion, was not used
effectively. They said that only 16 percent of all available butterfat
DEIP awards had been used since 1995, regardless of the low or
highs in the market pricing, and that USDA never made all the
awards available when prices were really at a 25-year low point.

And it is my understanding that the European Union used its ex-
port subsidies for dairy, regardless of the market conditions. In the
fight for markets, I believe that we should all use whatever tools
we have in our arsenal to fight for our producers, and for our farm-
ers. And the 2002 farm bill provided the USDA with these tools,
and I know that dairy is, as I said, not part of this.

Can you give us some understanding in how USDA decides when
and how to use these tools that are in their bag?

Mr. COLLINS. I can certainly try. I would say that the Dairy Ex-
port Incentive Program is viewed as a very important program by
the Department. We do have periodic meetings to review the per-
formance of the program, and determine the allocations for the pro-
gram. There was a time when, I think, the DEIP year is a July,
June year, we would make those allocations early in July, and allo-
cate the total amount that is permissible under our WTO commit-
ment for nonfat dry milk and for cheese.

Then, we went to an alternative scheme where we started allo-
cating periodically over the course of the year, so that there would
be more equitable opportunity for people to be able to utilize the
DEIP program. We have, in my recollection, allocated all that is
available under the WTO commitment for nonfat dry milk and for
cheese, but it is true we have not done so for butter and butterfat,
I would have to go back and look at the record of the last several
years to try to remember what is our deciding factor at each point,
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but my general recollection is that we have been concerned about
price spikes in the butter market. Butter prices have been very
volatile. It is a thin market, a small proportion of milk goes into
butter. Butter is an important ingredient in many products, ice
cream of course is one. And there is also an issue about whether
the stocks are available, who holds them, what is the quality of the
stocks. And so, it is a question of price and stock availability that
we looked at, and I think that we did not allocate butterfat, gen-
erally because we felt that we didn’t want to impose an undue
harm on our domestic processing industry.

Mr. ETHERIDGE. Would you mind going back and review that,
and get that to me in writing?

Mr. COLLINS. I would be happy to take a more detailed look at
that.

Mr. ETHERIDGE. Please. Thank you.
[Mr. Collins submitted the following for the record:]
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Mr. ETHERIDGE. Let me move to another piece, because you al-
luded to it a few moments ago. All of us are acutely aware of fuel
prices, we understand the spikes, but it is tough when that spike
turns into a plateau and it keeps spiking up and up and up. Can
you give us some understanding of how this is going to impact agri-
culture? I know our farmers, with tobacco and all the other things
we are getting ready to have tremendous expenditures that weren’t
figured into their market plans when the year started. I think we
are headed for some real problems in rural America, as a result of
these tremendous energy costs. It is going to affect everything they
do. Can you give us some understanding of that?

Mr. COLLINS. A couple of things. Certainly from a macro point
of view, very high oil prices is an external shock to our economy,
and it can affect consumer demand. It can affect consumption. It
could affect agriculture in that way.

Mr. ETHERIDGE. Because it takes consumer dollars out——
Mr. COLLINS. Second, it affects agriculture directly, because agri-

culture is a user of energy, and it is very differential across crops
and enterprises, in how that effect plays out. But generally, just to
give you an illustration of how it might play out, the major energy
components that farmers buy are agricultural chemicals, fertilizers,
fuels, oils, and lubrication, and electricty. Farmers spend about $30
billion a year on those items out of total production expenses of
about $195 billion.

If I zoom in on just one of those, the one you mentioned, fuel,
farmers in 2003 spent $8.5 billion on fuel and lube. Now, if you
look at the Department of Energy’s current forecasts for diesel
prices, which is the primary fuel farmers use, for 2003, diesel
prices averaged $1.51 a gallon. For 2004, the early May Depart-
ment of Energy forecast for 2004 is $1.67 a gallon for diesel. That
is an 11 percent increase. So that means the $8.5 billion farmers
spent on fuel would become roughly $9.5, or roughly a billion dollar
increase in fuel expenses. That is a lot.

And then, of course, there could be higher——
Mr. ETHERIDGE. And currently, the fuel prices are higher than

that, in some areas.
Mr. COLLINS. They are higher than that in some areas. This is

an annual average forecast that the Department of Energy just put
out. And of course, the timing of that could be off. Because farmers
could be using more fuel at planting time, when the prices are
higher. And then, of course, there would be higher electricity costs,
higher fertilizer costs as well. We know nitrogen costs are higher.
They are not as high as they were in the spring of 2001. They are
about 15 percent lower right now, but they are still high.

So, all these things added up, you are probably talking about a
couple of billion dollars more in production expenses for farmers
this year. The good thing, of course, is that farm income is very
strong. If net cash farm income turns out to be about $60 billion,
then $2 billion of increase production expenses may be tolerable.
But it still could fall differentially on different producers and in dif-
ferent areas of the country.

Mr. ETHERIDGE. Thank you, Mr. Chairman, and I would say that
is true, but if you are an individual farmer, as you say, differen-
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tially, you may be the one in the bottom of that spike, and you just
got crushed. Thank you, Mr. Chairman. I yield back.

Mr. MORAN. You are welcome, Mr. Etheridge. The gentleman
from Texas, Mr. Neugebauer.

Mr. NEUGEBAUER. Thank you, Mr. Chairman. Mr. Collins, I
apologize. This may be a duplicated question, but I think you were
talking about the long averages, where the average yields are down
during some drought conditions earlier, and I have heard you say
before that becomes a part of the actuarial table, and is built into
that scenario. The problem I have with that is like if it is a com-
pany that has been losing money for 5 or 6 years, and all of the
sudden well, we say our new business plan is, well, I guess we are
just going to lose money, because we have been losing money for
the last 4 or 5 years. We have been in a period in some parts of
the country, particularly in west Texas, where we have had a fairly
long run of weather conditions that are not conducive for produc-
tion in drought years. But the problem is is it has relegated that
risk management program to not a risk management program for
many of those producers. Although their lender is still required, I
am not sure why, because really, it doesn’t even cover the cost of
really preparing the land, in many cases.

We can’t just keep saying well, it doesn’t fit our tables. It is going
to be expensive. We have got to really give some serious consider-
ation of how we do that, because otherwise, we are just saying to
those people, we know you are failing, and we are going to let you
continue to fail. What are some of the things that we can do?

Mr. COLLINS. All I can say to your comment is that I agree com-
pletely with what you said. That right now, if I were to look at the
two highest priorities we have in Federal Crop Insurance Corpora-
tion program, they are to develop better insurance tools for forage,
for rangeland, and for pastureland, because we have a huge portion
of the country that has been in persistent drought and those tools
are not available, and to deal for crop producers that also been in
those areas, with their multiple losses year after year after year,
with successive losses.

The actual production history that a producer has that deter-
mines their coverage is based on 10 years or less of data, and so
if you get a run of 3 or 4 or 5 years of bad crops, which might be
really atypical, because we are in a cycle, then you are going to pay
quite a penalty for that, in higher premium and lower coverage.

So, I did mention that we, after talking about this for some time
and not doing much about it, we did hold what we call a pre-solici-
tation contract conference in Kansas City a couple of weeks ago,
where we had about 45 people in attendance, and we said to them
look, we want to give away a lot of money, and we want to give
money to people who can come up with a great idea on how to ad-
dress this problem. Because so far, as we have looked at, we
haven’t found a simple fix, because of the process. Whenever we
want to make a change in the crop insurance program, we have to
send it out for expert review, by law, and the expert reviewers have
to include actuaries. Actuaries want to see long histories before
they change their mind about anything. And so this is an issue
where there is a small history involved that is causing an effect,
and so we have not been able to find a simple solution for this.
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We have things in law already. Congress has attempted to deal
with this problem by putting plugs in the APH formula, and put-
ting limitations on the amount the APH can drop from year to
year. The APH can only drop 10 percent from year to year, for ex-
ample. So, there are already some things that we do with these
plugs and limitations and caps, but that hasn’t improved the situa-
tion enough for some producers. Some producers, that has helped,
but it hasn’t been beneficial enough for all producers, and that is
the most recent thing we did—the plugs and the limitations.

And so now we are trying to look beyond that, even if it requires
a statutory change, and so all I can tell you is in the insurance
world, making a change is like watching paint dry. It takes a long
time, but we are trying to expedite this, and we are going to an-
nounce, we hope, fairly soon, the awarding of some contracts to de-
velop policy provisions that we can then take to the Federal Crop
Insurance Board of Directors, which we can then hopefully use to
make changes in these programs.

Mr. NEUGEBAUER. Does it make sense to think about, when we
declare areas disaster areas now, because of these weather-related
issues, we make them eligible for low interest rate loans, and Fed-
eral opportunities there. Does it make sense to, in the future, con-
sider making a part of that some kind of a special crop insurance
option also available as a part of that, as a part of a disaster pack-
age? As it is getting more and more difficult in the United States
Congress to come up with ad hoc disaster assistance, but if we
could build that into the program in the future, does that make
sense to consider that?

Mr. COLLINS. I don’t know the answer to that. I think we have
been concerned about proposals in the past where people have sug-
gested that we come in ex post, after the disaster is recognized, and
kick up the insurance coverage. That is a difficult concept for a pro-
gram that we are trying to run on insurance principles. It is com-
ing in after you know that you are going to have a loss, and provid-
ing a benefit. That is not really an insurance program at that
point. That is a disaster program.

Could you identify an area—I don’t know the answer to that
question. It is an interesting idea. Maybe there is something you
could do, where there has been a succession of bad years. You don’t
know what the next year is going to be like, but because of the past
history of the last few years, you are willing to provide an alter-
native insurance tool. Maybe that is one of the kinds of proposals
we ought to be looking at. I am not sure at this point.

Mr. NEUGEBAUER. Well, this would not be bringing the benefits
in post——

Mr. COLLINS. Right.
Mr. NEUGEBAUER. —the event, but allowing maybe a 1-year or

some kind of a gap for, because what is becoming difficult for those
producers is getting financing for that next year.

Mr. COLLINS. I think your objective is the same as ours. We are
trying to be able to come up with some mechanism that will allow
someone who has experienced 3 or 4 years of drought to look ahead
to the subsequent year and be able to have better protection, and
whether that is figuring out how to do something with their insur-
ance yields covered, or whatever else, I am not sure yet. That is
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the exercise that we have just kicked off. And whatever ideas you
have on this, you ought to give them to us, so we will put them
into the mix.

Mr. NEUGEBAUER. We will be. Thank you, Doctor.
Mr. MORAN. Thank you, Mr. Neugebauer. The gentleman from

Texas, Mr. Stenholm.
Mr. STENHOLM. Thank you, Mr. Chairman. Following up on the

last question also, Mr. Dooley’s earlier, a lot of concern regarding
the management decisions going into the crop insurance changes
that are now being suggested. If you are wrong in the final deter-
mination, and I am concerned, because of the declining numbers of
companies willing to offer crop insurance, if you are wrong, then
we are going to have to be looking at something different than
what we have been talking about. So I certainly hope the final deci-
sion will be one that will continue to have folks willing to write
crop insurance. If not, we are in big trouble.

Mr. Dierschke, with Farm Bureau, will testify later today
quoting a Montana State University projection of a decrease in
farm income of 17 to 28 percent this year, because of increased fuel
costs. That in the range of what you were saying earlier, what we
might expect based on current estimations of price?

Mr. COLLINS. Not for the Nation as a whole. That would be way
too large, in my estimation.

Mr. STENHOLM. Way too large. And I am going to assume that
you cannot answer the question of the front page story today, con-
cerning Canadian beef being allowed in despite a ban. I am going
to assume you can’t, and are not prepared to offer that today, but
I understand there will be some conversations later today, in which
we will be able to get the answers to that and some other serious
matters that we continue to want to pursue, in light of BSE.

The final parts, not so much a question of you, Dr. Collins, there
are those that contend that it has nothing to do with the farm bill,
and I have to put on the record, Mr. Chairman, that the budget
last year opened the farm bill. It didn’t open it in the commodities
section, because as you have testified, and it is music to my ears,
the cost of the farm bill is down about $20 billion from what was
projected, and that is good news in this day.

But the problem is that in the appropriations process, we re-
opened the farm bill last year we put limitations on water. We cut
watershed rehabilitation—budget restraints—$80 billion—rural
strategic investment program, 100 percent of the $100 million. Last
year, broadband loans, value-added grants, things that we have
been trying to help our various agricultural enterprises to meet the
changing times, and in the judgment—these are good investments,
but all $40 million of that got cut last year by the appropriators,
and I am not throwing rocks at the appropriators. They had to do
that. Now, some on this committee, Mr. Chairman, do not under-
stand that we are going to have to do at least that much this year,
just to get us back to square one, and then, the estimates run any-
where from $200 million to $600 million or $700 million additional
in the budget that passed yesterday.

And if that happens, that is going to cause a reopening of the
farm bill, at least those components that we are talking about here.
I would ask you on that, in the President’s budget, which I assume
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you had something to do with on agriculture, in the area of EQIP,
you recommended a $200 million cut, even though we have a $3.1
billion backlog. Do you remember what the justification might have
been in your mind for making that cut, $200 million out of $1.2 bil-
lion that we put in the farm bill?

Mr. COLLINS. I cannot remember an explicit justification on it. I
would only say generally that we proposed cutting many farm bill
programs in the President’s budget, and it was simply because of
the trade-off that we had to make. We had budget targets that had
to be met, and there was a scarcity of funds, and so there was sim-
ply a trade-off. Here, you are talking about a program that a few
years ago, was in the tens of millions of dollars. In the first year,
under the farm bill, it went up to $400 million, and then it was
going to escalate all the way up to $1.3 billion. This is a very rapid
escalation, even with the $200 million cut. That was way above the
historical levels of funding for that program.

Mr. STENHOLM. Then let me ask you a different one. On water-
shed rehabilitation, which it is a known fact that we have a pretty
good backlog, and in some cases, we have got a safety concern. In
the farm bill, we put in $150 million. You suggested cut out the
whole $150 million.

Mr. COLLINS. I can’t explain that proposal to you. I do not re-
member that one, Mr. Stenholm.

Mr. STENHOLM. All right. I think we will probably be revisiting
that, hopefully, you working with the committee, as we battle the
agriculture appropriations decisions that will be forthcoming in
that, because these are some of the priorities that we are going to
have to make. There is no question about that, that we are going
to have to make some tough decisions, but some of these, this re-
opening of the farm bill has some real dire implications for rural
America, not the farm price supports, not the subsidies but the
other things that I think you and I both agree, because we worked
very hard putting it in the Bill.

Mr. COLLINS. Well, one of the benefits of the budget resolution
in 2002 was we had an opportunity to address some of these defi-
ciencies that we hadn’t for many years, in rural development and
conversation, in energy, and so it is painful not to fund those at
the level envisioned by the farm bill. I have been involved in the
President’s budget in debating a number of these points, the energy
programs in particular. And so it has been difficult, but we are in
a world where we have a $500 billion Federal budget deficit, and
there are budget restraints, and so it has just been very hard to
make these trade-offs.

Mr. STENHOLM. The thing that I think you and I would both
agree on, though, the irony of what you just said, because we
worked awfully hard together, and many hours in putting this to-
gether. We did have the opportunity in a budget, we lived within
the budget. We are now $20 billion below, but we are still being
forced to make these kind of decisions in areas which do not make
sense for rural America.

But that is the nature of the beast.
Mr. MORAN. I recognize the gentleman from Georgia, Mr. Burns.
Mr. BURNS. Thank you, Mr. Chairman. Thank you, Dr. Collins

for your insight and expertise. Your testimony, I think we all con-
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cur, that generally, the farm bill is working, and it has some con-
cerns. Certainly, we talked about risk management. We talked
about energy, and that is a big concern in the South. Let us pull
the corollary out there and say, talk about productivity gains in
conjunction with the increase in just direct costs, whether it is fer-
tilizer, or whether it is chemical, or whether it is fuel. Have we
seen substantial productivity gains to help offset some of those di-
rect costs?

Mr. COLLINS. Yes, we have, for a number of crops, not every crop.
Obviously, corn is a perfect example. We have had steady increases
in yield growth in corn. Corn is vulnerable to the high energy costs,
because it is so nitrogen dependent, yet for this year, for example,
for 2004, we are forecasting a yield of 145 bushels an acre, national
average, which is stunning. Under the last farm bill, the program
payment yield was 100 bushels an acre, and so we are way up on
corn, and there is a nice trend growth in yield. For some of the
other crops, the trend growth hasn’t been as strong. We had a
record wheat yield last year. For soybeans, unfortunately, there is
a crop that has been quite flat, and part of the reason for that, I
think, when you look at it from a national perspective, is we have
seen soybeans move into some higher risk production areas, in the
western Plains States and in the northern Plains States, and there
the soybeans have become vulnerable to some of the dry weather
that we have seen, and that has reduced the overall yield. Cotton
is one where the yield growth has been fairly slow. Rice is one
where we have been setting records on yields.

So, it varies from crop to crop, but there have been some opportu-
nities with new seed varieties and cultural practices by producers
to offset some of these increases.

Mr. BURNS. And again, none of us like the prices that we are
having to deal with right now at the pump, or the farmers certainly
for diesel, but I think one of the good things that has come out of
just the technology advances of the last half-decade has been the
reduction in the demand for, let us say fuel costs, as you pass over
a field and the multiple times at which you have to do that. And
I think that is positive.

Mr. COLLINS. Absolutely.
Mr. BURNS. You point out that one of the concerns is if market

prices decline, but yet, your testimony indicates that we are seeing
tremendous commodity price advances, at least in the near term.

How does that look over a longer period of time?
Mr. COLLINS. Well, I always have to temper a statement about

current bullishness with some concern. We were just talking, before
this hearing started, about how unusual this period of time is that
we are in right now. And as I look back over my entire professional
career, I have only seen this three times. I have seen markets like
this in the 1970’s when the Russians entered world grain markets.
I saw markets like this in the mid–1990’s, when we had global bad
weather, and booming world economy, when we set record grain
prices, and now, in 2004. So three times. So this is a rare event.
I am not going to predict that this is going to continue at this rate.
We are not going to continue to have the current class 3 milk price
is almost $20 a hundredweight. Soybean prices are around $10 a
bushel. We are not going to have $20 milk prices and $10 soybean
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prices over the next few years. So, there is going to be some pull-
back in some of these prices. Producers need to enjoy this now,
take advantage of this now, put some savings aside, and make the
critical investments they need to make, but we will have some pull-
back over time.

Agriculture is cyclical. It is cyclical because of three primary fac-
tors. The first is weather here and around the world. The second
is economic growth here and around the world, which affects food
consumption. And the third is policy changes that affect supply and
imports by critical countries around the world. And all threee of
those factors change from period to period. They are all lined up
right now, with China making its decision to be more market-ori-
ented, and the world economy growing 3.3 percent this year, and
production down a little bit, because of the problems in Brazil, the
problems we had last year, the problems the Europeans had last
year, the problems the Russians had last year.

So all these things have come together to give us this incredible
period right now, including in livestock, which is extraordinary. It
is not going to stay this way for a long period of time, but I do
think over the next year or two, global markets are tight enough
that we ought to have pretty robust prices. I think the one real risk
factor I see is simply soybeans, and I would have to say that, be-
cause the Brazilians are having an unusually low crop this year,
and I think they are going to have an enormous increase in acreage
planted this fall, and if they have a normal crop next year, they
will come back with a very big crop, and we can see some diver-
gence between corn and soybean prices.

But on the whole, I think it looks pretty good, and for livestock
as well.

Mr. BURNS. One followup question, Mr. Chairman. On the issue
of types and sizes of producers, your testimony indicates might be
an area. You have a concern about payment limitations and the
issue of the farm size and the fact that we really are into a larger
business than the small acreage that we may have seen 50 years
ago, or even longer than that?

Mr. COLLINS. It is a real point of debate and concern, depending
on your seat, where you sit and how you see this. The question was
already raised by Mr. Peterson about our definition of a family
farm, and it comes into that. I mean, $750,000, is that a family
sized farm? That was part of the proposed rule. In today’s agri-
culture, surely that is a family-sized farm for a lot of enterprises.

With respect to payment limits, that is a philosophical debate.
Where should the payments go? Should they follow production in
the commercial size operations, or should somehow they be in-
volved in being focused on smaller or less income-advantaged oper-
ations? There are economic considerations in making that decision,
but by and large, it comes down to simply a policy call on who do
you want to support in American agriculture. Do I see a failure
there in the farm bill? No, I don’t.

I almost hesitate to bring this up. We did have a payment limit
commission that was created by the farm bill, which did put out
a report which thoroughly investigated these issues, and put out a
big fat report, which I would be happy to provide you if you ever
want it. Cure your insomnia. But it tried to sort through a lot of

VerDate 11-SEP-98 11:31 Jun 23, 2004 Jkt 094330 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 F:\DOCS\10830 HAGRI PsN: HAGRI



28

these issues, from an economic efficiency point of view, less so from
an equity point of view.

Mr. BURNS. Thank you, Mr. Chairman.
Mr. MORAN. Dr. Collins, I believe that is our final question from

the members of the subcommittee. Very grateful for the time you
have devoted to our hearing this morning. You speak with credibil-
ity. We very much appreciate any time that we have the oppor-
tunity to visit with you, and appreciate you setting the stage.
Maybe the gentleman from Indiana does have a question. Mr. Hill?

Mr. HILL. Yes, thank you, Mr. Chairman. I originally wasn’t
going to ask a question, but I think I will, because I have a lot of
vegetable growers in my district, and they are being adversely af-
fected by this restriction that we put into the farm bill about what
farmers can grow, in terms of whether they grow corn and toma-
toes, for example.

Have you seen any evidence that these restrictions have hurt the
vegetable canning industry at all, because I am picking up some of
this back in my district?

Mr. COLLINS. Having been involved in this issue for many years,
it predates the 2002 farm bill. It was an issue in the 1996 bill as
well. I don’t have any empirical evidence. I don’t know what is hap-
pening. I do know that at the Department, we have had a lot of
fruits and vegetable producers, or program crop producers who
want to grow fruits and vegetables, complain to us about the limi-
tation on planting fruits, vegetables, and wild rice on program crop
acres.

Based on that, I assume there are producers that aren’t planting
what they would like to plant. Now, whether that means the can-
ning industry has not been able to get their adequate supplies or
not, I just don’t know. I have not seen the evidence on that.

Mr. HILL. Well, I can tell you that the canning industry is being
affected adversely by all this.

And I am on a bill with Congressman Pence, who is also from
Indiana, as I am, to try to, in my words, correct what we did in
the farm bill, and I would hope that members of the this committee
would take a look at that bill, and maybe hold a hearing on it, Mr.
Chairman.

Mr. COLLINS. There is a dilemma there. I mean, if you have his-
torical fruits and vegetables history, you can grow tomatoes, but
you give up program payments acre for acre. The problem is if you
don’t have the history. Then you have to drop out of the farm pro-
gram completly, and you lose all your payments on everything. And
so it is a heavy penalty if you don’t have a history of growing toma-
toes.

Mr. MORAN. Thank you, Mr. Hill, Dr. Collins. The gentleman
from Indiana intruded upon my compliment of you, and I don’t in-
tend to restart it, but we are delighted that you were here, and ap-
preciate your testimony.

Mr. COLLINS. Thank you.
Mr. MORAN. And we will now call upon the second panel to come

to the table. Our second panel consists of two witnesses, the presi-
dent of the Texas Farm Bureau, representing American Farm Bu-
reau, and the president of the National Farmers Union. We are de-
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lighted to have both of you here, and we would recognize Mr.
Frederickson for his testimony.

STATEMENT OF DAVID J. FREDERICKSON, PRESIDENT,
NATIONAL FARMERS UNION, ST. PAUL, MINNESOTA

Mr. FREDERICKSON. Thank you very much, Mr. Chairman, Chair-
man Moran, and Congressman Peterson, and members of the sub-
committee.

On behalf of the farmer and rancher members of the National
Farmers Union, I am very pleased to participate in this oversight
hearing on the Farm Security and Rural Investment Act. I would
use the title of the Clint Eastwood film ‘‘The Good, the Bad, and
the Ugly’’ to describe our opinion of the 2002 farm bill. Our con-
cerns are primarily related to the issues of implementation and
questions about the future of U.S. farm policy. The FSRIA rep-
resented a compromise that reestablished a portion of the funding
baseline that agriculture had lost over the previous two decades.

The commodity title enhanced and expanded the availability of
countercyclical support and now appears to be running fairly
smoothly. It is, in fact, responsible for billions of dollars in reduced
outlays for agricultural programs, compared to projections made in
2002, and that has been thoroughly visited here this morning.

However, the authorization for the Milk Income Loss Compensa-
tion program expires in the fall of 2005, and it is imperative that
Congress consider how best to address the continued market insta-
bility within the dairy production industry, resulting from both do-
mestic considerations and dairy product imports.

The farm bill authorized an expansion of conservation programs,
including new incentives for working lands. We supported these ef-
forts, but are now concerned that USDA seems to be dragging its
feet in the implementation process, as evidence by the controversial
refunding for technical assistance, and the development of regula-
tions to implement the Conservation Security Program.

The legislation also provided programs to encourage rural devel-
opment. However, inadequate appropriations and the management
of the application process for many of the loan and grant programs
are reducing the ability of the legislation to achieve its objectives.
The FSRIA mandated that USDA implement a 2-year voluntary
country of origin labeling program for beef, pork, lamb, fruits, vege-
tables, seafood, and peanuts, and establish a mandatory program
by September 30, 2004.

After the administration undertook a campaign to frankly dis-
credit the law, Congress reneged on its commitment to agricultural
producers and consumers alike by prohibiting the use of funds to
implement the law for an additional 2 years. As we engage in trade
negotiations that may further open our borders, confront food safe-
ty and biosecurity issues, and consider a national animal identifica-
tion system, it is critical that producers have country of origin la-
beling available to differentiate their product from those which are
imported, and that consumers be provided information regarding
the origin of the food products they purchase. We urge Congress to
reverse its previous action and restore the funding and the commit-
ment to implement an effective and efficient mandatory country of
origin labeling program.
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The farm bill failed to provide a mechanism to address weather-
related production losses, and the administration has opposed
emergency help for producers unless the cost of assistance are off-
set by reductions in other agricultural programs. Only in Washing-
ton can money be taken from one pocket, such as CSP, and put into
another, as limited disaster assistance, with the claim that new
economic help has been provided.

While the budget situation makes it difficult to fund disaster as-
sistance, we should acknowledge that much of the reduced cost of
the farm program has been due to higher commodity prices, result-
ing in part from the production losses suffered by U.S. farmers and
ranchers. Congressman Rehberg and other Members of Congress
have suggested actions that would provide partial relief to these
producers, and we fully support these efforts. In addition, Congress
should take action this year to provide additional emergency assist-
ance to those who sustained uncompensated losses in each of the
2001 through 2004 production years. We also urge Congress to de-
vise a more predictable and sustainable approach for addressing fu-
ture production losses.

In conclusion, Mr. Chairman, we are concerned that the current
improvement in producer commodity prices may be taken for grant-
ed, as it was in 1996. First, we must recognize that the effective
safety net continues to represent only a fraction of a producer’s
total production. Second, if history is any indicator, the Federal
deficit is likely to result in a budget reconciliation process, where
agriculture will once again be asked to contribute a disproportion-
ate share of any reduction in domestic spending, and I believe Con-
gressman Stenholm spoke to that issue just a few minutes ago.
And thirdly, the ongoing trade negotiations, particularly in light of
the expected WTO decision concerning the U.S. cotton program
suggests we must remain vigilant in maintaining our ability to de-
sign, fund, and defend adequate and effective agricultural policies.

Mr. Chairman, thank you for providing this forum to discuss the
status of the Farm Security and Rural Investment Act of 2002, and
I would certainly be happy to respond to any questions.

[The prepared statement of Mr. Frederickson appears at the con-
clusion of the hearing.]

Mr. MORAN. Mr. Frederickson, thank you very much for your tes-
timony and for joining us. Now, Mr. Dierschke.

STATEMENT OF KENNETH DIERSCHKE, PRESIDENT, TEXAS
FARM BUREAU, REPRESENTING THE AMERICAN FARM BU-
REAU FEDERATION, WACO, TX

Mr. DIERSCHKE. Thank you, Mr. Chairman, and members of the
House Agriculture Committee. I thank you for inviting the Amer-
ican Farm Bureau Federation to participate in the hearing today.
I am Kenneth Dierschke. I am president of the Texas Farm Bu-
reau, and I am a member of the American Farm Bureau Federa-
tion Board of Directors. I am a cotton farmer from San Angelo,
Texas.

Now, let me start by stating that the farm bill is working. This
mid-term review conveys the committee’s commitment to agri-
culture and the current farm bill. We appreciate your continued
support and efforts to maintain safe and stable agricultural and
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rural economies. The farm bill helps American farmers and ranch-
ers weather financial storms, and it provides unprecedented funds
for our Nation’s conservation needs.

When the members of the committee began hearings to consider
writing the current farm bill in 2000 and 2001, farm commodity
prices were at historic lows. Certainly, the farm economy has im-
proved. However, there are areas terribly affected by droughts, and
all farms are affected by sky-high input costs.

The farm bill has performed as intended. A safety net is avail-
able to farmers and ranchers when commodity prices are low.
When prices are high, the market functions without additional
funding from the Government. Net farm income in 2003 was al-
most $20 billion more than 2002. This year’s income is projected to
be about $12 billion more.

The farm bill’s actual spending level is below the Congressional
Budget Office scoring for the first 3 years. CBO says the actual
spending level for the bill is $15 billion less, or 30 percent lower
than when the bill became law. We anticipate outlays to be lower
than expected in 2005. The Farm Bureau opposes reopening the
2002 farm bill.

New international rules on domestic support programs are cur-
rently part of the ongoing Doha Round of trade negotiations in the
World Trade Organization. The Farm Bureau strongly supports
these negotiations as a means to achieve harmonization of trade-
distorting domestic subsidies, the elimination of export subsidies,
and new market opportunities.

We would prefer to negotiate a WTO agreement that accom-
plishes our objectives with respect to domestic supports, and then
modify domestic programs accordingly. The Farm Bureau is op-
posed to all limitation on farm program payments. However, we
support the payment limitations as passed in the farm bill, and
strongly oppose any adjustments to those limits. If limitations on
benefits are made more restrictive, many farmers would not benefit
from the improved safety net.

The farm bill provision that prohibits planting of fruits and vege-
tables on program crop acres must be maintained and implemented
with the same spirit with which it was included in the farm bill.
Any weakening of this provision would destabilize fruit and vegeta-
ble markets that do not receive farm program benefits.

Farm Bureau remains a strong supporter of a new type of con-
servative incentives program. We believe agricultural producers
must receive assistance to help defray the cost of ongoing environ-
mental improvements and regulation. The Conservation Security
Program will assist farmers in achieving environmental goals and
reward us for improved environmental performance.

CSP should be available to all producers, and it should be funded
and implemented as a nationwide program. There is never a closed
season when it comes to attacks upon U.S. farm policy. Purely out
of self-interest, other countries routinely criticize U.S. farm pro-
grams. American farmers, however, increasingly must explain the
merits of our farm programs to critics here at home. The Farm Bu-
reau has been consistent in support of true reform of the three pil-
lars of world agricultural policy: export subsidies, market access,
domestic support. So let me be very clear. Farm Bureau will ada-
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mantly fight any attempt to unilaterally cut the U.S. farm pro-
grams. Each farm program dollar turns over 31⁄2 times in our local
communities.

Production agriculture will continue to fuel the economic engine
that powers rural America. Our farm programs provide a founda-
tion on which rural development can build. Without the farm pro-
gram as a base, however, the footings of any standalone rural de-
velopment and initiative would crumble.

In conclusion, major midstream changes in farm bill programs
would be devastating, not only to farmers and ranchers, but to the
rural economy as well. Overall, we are pleased with the functioning
of the Farm Security and Rural Investment Act of 2000, and will
continue to work with Congress to maintain funding in order to
fully support and administrate this farm program.

Thank you.
[The prepared statement of Mr. Dierschke appears at the conclu-

sion of the hearing.]
Mr. MORAN. Thank you, Mr. Dierschke. The question I will ask

is slightly different than what reality would suggest, but it would
help me in establishing some priorities.

If we had an additional dollar to spend, or as perhaps the gen-
tleman from Texas would suggest, if we had one less dollar to
spend, what would your priorities be? If we are going to put a dol-
lar more into agriculture, would we put more money into the com-
modity title of the farm bill? Would we put more money into risk
management, crop insurance? Would we put more into conserva-
tion? Would we put more into rural development?

Mr. DIERSCHKE. My answer to that is that we have gone through
quite a process in developing the 2002 farm bill, and I think there
were lots of input into this from every section of the country, and
we think that it is working right now, and if there are more dollars
available when it comes time to do another farm bill, we will be
available with some answers on that. Thank you.

Mr. MORAN. Mr. Frederickson, any thoughts?
Mr. FREDERICKSON. Yes, Mr. Chairman, thank you very much,

and a good hypothetical question. I would rather present this ques-
tion in the positive light rather than the negative.

I think disaster assistance is so important, that it become part
of the unified approach to support production agriculture, that if
there was an opportunity to do that, rather than asking us that
represent farm organizations to shamelessly grovel year after year
after year for disaster assistance, I think would be an absolutely
important addition, if there were extra dollars.

Mr. MORAN. I appreciate those sentiments, as a member of Con-
gress who comes from a State tremendously adversely affected by
weather conditions, and as one who fought for a year with Mr.
Rehberg and Mr. Osborne and others, trying to get disaster assist-
ance accomplished. Just a tremendous undertaking, one that I
think has become even more difficult than the time several years
ago, in which we had a marginal success. I then would call upon
the gentleman from Minnesota for his questions.

Mr. PETERSON. Thank you, Mr. Chairman, and you kind of stole
my question. I shouldn’t have let you go first, Mr. Frederickson, I
appreciate your comments. I have introduced a bill that would set
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up a permanent disaster program, similar to what we have in
FEMA, where the Secretary would have the authority when she de-
clares or he declares a county a disaster, that they could go ahead
and make the payments, which I think would actually cost us less
money in the long term, if we had something like this. In light of
what is going on with the renegotiation of this SRA agreement
with the crop insurance, and I am even more concerned, because
as I understand what they are doing with this renegotiation, it is
going to impact the companies that are doing business in these
higher risk areas, like North Dakota, Kansas, Texas, and I just
think that makes it all the more important that we look at some
kind of a way to deal with this. And do you agree with that? I as-
sume you do, and have you guys been weighing in on this SRA
issue?

Mr. FREDERICKSON. Yes, we agree, and we also have been weigh-
ing in on the SRA issue.

Mr. PETERSON. Mr. Dierschke, how do you feel about this perma-
nent disaster idea? Have you looked at that at all, your organiza-
tion?

Mr. DIERSCHKE. Back to my statement a while ago about the
farm bill working, we know that in farming in Texas, that disaster
is part of our life. But let me tell you that we agree to some things,
in earlier discussions, that we are going to live with.

Mr. PETERSON. So, you don’t think there is any need for us to
have any additional disaster protection?

Mr. DIERSCHKE. No, sir.
Mr. PETERSON. But if we have a disaster, you will probably be

one of the first groups up here asking for extra help, right?
Mr. DIERSCHKE. We plan not to.
Mr. PETERSON. Well, that has not been my experience, but that

would be good.
Mr. Frederickson, in light of what has happened with these com-

modity prices, during the farm bill, we worked together to try to
get higher loan rates, as opposed to some other ideas, do your
members, still, in light of where the prices are, do they still support
going to higher loan rates as opposed to having direct payments?

Mr. FREDERICKSON. Yes.
Mr. PETERSON. So this hasn’t changed their position.
Mr. FREDERICKSON. Mr. Chairman, Mr. Peterson, it is a genetic

thing.
Mr. PETERSON. Well, when prices go up, there is going to be a

time when prices go down.
Mr. FREDERICKSON. Certainly, that is the main thing, so——
Mr. PETERSON. Well, I am going to stop my questions there, Mr.

Chairman.
Mr. FREDERICKSON. I might also add Congressman Peterson, that

on your permanent disaster assistance, we, the National Farmers
Union, endorse your efforts and we appreciate your efforts to move
forward in that regard.

Mr. PETERSON. Thank you. I appreciate your answer about genet-
ics.

Mr. MORAN. The gentleman from Nebraska, Mr. Osborne.
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Mr. OSBORNE. I would just like to ask both of you your positions
on the CAFTA and Australia trade agreements, and then maybe
also any thoughts you have on animal ID.

Mr. FREDERICKSON. Mr. Chairman, Congressman Osborne, on
the CAFTA agreement we, as an organization, have a position that
does not support the trade agreements unless, again, all of the
issues are put on the table. We did have a chance to visit about
that yesterday in the full committee, but that has been and contin-
ues to be our position, unless all of the issues are put on the table.
With the Australia free trade agreement, we are also very con-
cerned, first of all, as we discuss that, we felt that there wasn’t a
great opportunity, Congressman, for U.S. products to move that di-
rection, but felt there was a significant opening for their product
to move this way. And then, of course, with the issue of New Zea-
land and Australia becoming somewhat borderless, we see third
country process possibly taking place also. So, our position, again,
has been no.

Mr. DIERSCHKE. On CAFTA, yes, we support it. We ran some eco-
nomic analysis on it, and it looked like it is positive for us on our
trade, so we did support it. On the Australian Free Trade Agree-
ment, we looked at it, and we do have some problems with it,
phytosanitary issues and those kind of things, and we are continu-
ing to look at anything else on that particular agreement.

Mr. FREDERICKSON. And animal ID, I believe was the second part
of the—or, I’m sorry.

Mr. OSBORNE. I just wanted to follow up. So, you are saying on
Australia, that you are just undecided, and you will probably take
a position, the Farm Bureau, before some time, some date, or what
are you saying there?

Mr. DIERSCHKE. Well, I am saying that we will continue to look
at it, and if some of those issues are addressed, we will probably
make a decision at that time.

Mr. OSBORNE. All right. Thank you. All right. Well, any thoughts
you gentlemen have on animal ID would be appreciated.

Mr. FREDERICKSON. Well, Mr. Chairman and Congressman
Osborne, we think animal ID and country of origin labeling ought
to come together. We certainly feel that the bulk of the cost for ani-
mal ID, because of it, in our opinion, being a homeland security
issue, ought to be borne here, but we indeed support it, and expect
that at some point in time, it will occur. We certainly are concerned
about data privacy and all of those issues, and I know that the
Members of Congress are also concerned about that, so our position
is that we do support, but we would like to see it combined with
the country of origin labeling.

Mr. DIERSCHKE. Well, it appears as though animal ID will be ex-
empted for the most part, and it also appears as though there will
be some Federal help. I realize that those are the two big issues,
privacy and funding. And nobody knows yet what level of funding,
or even what the total cost is going to be, I am glad to hear that
you are concurrent with the idea that it is probably going to hap-
pen, and we had better do it the best way we can, and Farm Bu-
reau’s——

Mr. OSBORNE. Yes, we are essentially the same position on ani-
mal ID. We have the privacy issues, and we have the cost issues
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also. Of course, we would like to see the Government bear the full
cost of it, but we realize that we may have to share in some of the
cost. We do support animal ID.

Mr. OSBORNE. And where are you on country of origin labeling,
the Farm Bureau position?

Mr. DIERSCHKE. We do support country of origin labeling, and we
knew that the Congress would press that in January, and we
would like to see that proceed.

Mr. OSBORNE. And you would like to see it mandatory rather
than voluntary, is that correct?

Mr. DIERSCHKE. Well, I knew you was going to ask me that. Our
kind of position on that, our State, as president of Texas Farm Bu-
reau, our position is that on a voluntary country of origin labeling,
and American Farm Bureau is mandatory. So, I did purposely
leave that off of my testimony.

Mr. OSBORNE. OK. Thank you, Mr. Chairman. I yield back.
Mr. MORAN. Thank you, Mr. Osborne. The gentleman from Iowa,

Mr. Boswell.
Mr. BOSWELL. I am going to pass to Mr.——
Mr. MORAN. Oh, you did tell me that. The gentleman from North

Carolina, Mr. Etheridge.
Mr. ETHERIDGE. Thank you, Mr. Chairman. I thank you gen-

tleman for being here today, also, and I want to thank you for com-
ing, and Mr. Dierschke, let me thank you for your comments re-
garding trade as well, and certainly in your comments regarding
farm policy, and changing it. We talk about change, and then want
to bring the reforms to the WTO negotiating table, in my opinion
is sort of putting the cart before the horse. And you alluded to that
in your comments. I think it is understandable for the Europeans
to take that approach, because their subsidies are a large part of
the problem, and they want to reflect it to someone else. They have
a need, I think, to demonstrate to the world that they have serious-
ness in this whole issue of agricultural reform. I am not really sure
that is true, but be that as it may.

For this Congress to make such changes, though, without secur-
ing commitments to agricultural reforms from other WTO members
would, in my view, be tantamount to unilateral disarmament. If
our farmers opening up everything before we have a chance to
allow farmers to have a level playing field to participate, and I can
see why some other nations want to take that approach, but let me
ask you this. Who in the U.S. is advocating for this position? I
mean, who is it that is pushing for that?

Mr. DIERSCHKE. I probably can’t answer that question. I can
probably get that to you in writing if you would like.

Mr. ETHERIDGE. OK. I would.
Mr. DIERSCHKE. OK.
Mr. ETHERIDGE. Please.
Mr. DIERSCHKE. We will do that.
Mr. ETHERIDGE. OK. Thank you. That is my only question.
Mr. MORAN. The gentleman from Texas, Mr. Neugebauer.
Mr. NEUGEBAUER. Thank you, Mr. Chairman. I think we are all

excited about the way that the farm bill is performing, and I think
it is important to get the word out to the American people that it
is working also. One of the things we realize is that we are in the
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third crop year of a 6-year farm bill, and next year, if not then, the
following year, we will have to begin to think about reauthorizing
this farm bill, and one of the things that occurs to me, and I would
like both of your opinion on that, is that we by and large hear good
things from producer groups, pretty much across the board, with
some exceptions, obviously, that the farm bill is working. It brings
some consistency to it. We went through a lot of wrangling to get
the 2002 farm bill, and so it appears to me that the ability to, if
it is working good, getting the message out. In fact, recently, when
I was with the President of the United States, he even recognizes
that it is working better and that is not a bad advocate to have for
farming either.

If we were rolling forward, if it was this time next year, and we
were going into a new farm bill, would you support moving forward
with reauthorizing this existing bill, or would you support going
back and revisiting a number of different issues? If you had to
choose between those, what direction would you go?

Mr. DIERSCHKE. I think our organization right now, we are real
pleased with the way the farm bill is going. And there may be a
few little tweaking, and I am not prepared to go into those right
now, but there is probably going to be some discussion when it
comes back, and yes, we would want to participate in that discus-
sion when it happens.

Mr. FREDERICKSON. Mr. Chairman and Congressman, while of
course we would want to see higher loan rates, and there are a few
things, certainly, if we come out of the next couple of years without
addressing the issue of ad hoc disaster assistance, we would cer-
tainly be there to pressure that issue. And so, yes, I think, I mean,
it is all negotiable, I suspect. I don’t think we would just blindly
step up and say yes, it is working. Because I think farm bills have
always worked, my experience anyway, during times of high com-
modity prices. There is not that much to complain about. So, if we
see commodity prices going down, certainly, there will be issues
that will be on the table.

Mr. NEUGEBAUER. Followup on that, Mr. Frederickson. When I
have talked to producers, and I say if you had your choice of, like
you just said, going back and renegotiating the farm bill and trying
to add a disaster program and that, with the understanding that
probably if you do that, you probably open up for discussion things
like payment limitations. The producers, I guess, to the man or
woman, say if there is a chance it opens up the payments, then I
don’t want to go there. What would be the position of——

Mr. FREDERICKSON. Well, we historically had a position that we
agree that payment limits ought to be put in place, so we would
probably welcome that discussion.

Mr. NEUGEBAUER. That is all my questions, Mr. Chairman.
Mr. MORAN. Thanks, Mr. Neugebauer. The gentleman from

Texas, Mr. Stenholm.
Mr. STENHOLM. Go back to the animal ID and the country of ori-

gin labeling question that you both were asked, and I think the
perception is, Mr. Frederickson, that my approach to a voluntary
is contrary to the direction that the National Farmers Union wants
to go, but I do not believe that it is, and I put it in this context
for you. And since Mr. Dierschke is on both sides of that question,
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depending on which hat he is wearing here today, this fits. I think
on the national identification, I advocate that we have a voluntary
mandatory program. The voluntary part of it is let us agree among
producer groups, commodity, animal by animal, how it best works,
pork, beef, sheep, goats, et cetera, and once we have agreed as indi-
vidual producers, that is the most efficient, and we have agreed on
how the sharing of the cost is going to be, then it shall become
mandatory. Because you cannot have a voluntary animal identifica-
tion program that works, and since that is for animal health rea-
sons.

Now, you made the point that that ties kind of into COOL, and
I agree. And I would like to see us pursue, and that is why we are
pursuing a voluntary mandatory program for country of origin la-
beling.

Having the Federal Government mandate it, as we have seen,
has created some real problems, and any time you have additional
cost, it always comes back to the producer, and if I am going to pay
it, I would like to be darn sure that it is going to be an efficient
expenditure, and therefore, I would hope that we, as we continue
to look at this, since we will be revisiting this and other questions
in the agriculture appropriation bill, that we continue to pursue
that, because clearly, I think all of agriculture would like to see as
much labeling of content that makes sense, and country of origin
as we possibly can. And that is the goal that we will continue to
strive for, and as this—pursues, and we will be revisiting that on
the agriculture appropriation bill, I would hope that everybody
keeps an open mind and keeps working together. That is certainly
this member’s intent, working with all of the producer groups here,
and knowing where you come from. I think we are on the same
chapter, if not on the same page, as yet. But we will continue to
pursue that.

Mr. Chairman, you asked a very good question a moment ago,
that I think a lot of us are going to need to start taking a good
hard look at very soon. If we had some additional dollars, how
would you spend them? The problem is we are not going to have
any additional dollars. That is the problem. And the sooner that we
all recognize that, and adjust our own thinking to that, you can’t
advocate additional spending for things that our folks back home
want, and then pass budgets like was passed yesterday, that guar-
antees deficits as far as the eye can see. That means there is going
to be constant pressure on spending, and agriculture is not going
to be exempt.

We have had a history and tradition on this committee of being
rather bipartisan in regard to what is good for agriculture, and we
still are, but I think it is time for all of us to get realistic about
the state of the economy. We talked about energy prices a moment
ago. They are going to take a chunk out of agriculture producers
this year. Interest rates are soon going to start up. When they do,
the party’s over for agriculture, regarding what we have had. Mr.
Frederickson, both of you talked about the Conservation Security
Program that was supposed to be an unlimited futuristic program.
It has now been limited, last year, very strongly limited.

So therefore, you are asking for things, you are saying don’t re-
open the farm bill. Some of us don’t want to reopen the farm bill,
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but it got reopened again yesterday, folks, and anybody that keeps
saying it didn’t is living in a dream world.

But here we are. The sentiment that everyone is expressing here
today is we have a farm bill that is working, and I wish that we
could find a way to have all of it work. The commodity part is
working beautifully, as was intended. We are having some real cut-
backs coming in the area of rural development, that our rural com-
munities are suffering from, and you both have testified to that,
and I hope that we will find ways to address that in as positive
a way as we can.

Mr. MORAN. Thank you, Mr. Stenholm. The gentleman from
Michigan, Mr. Smith, is recognized.

Mr. SMITH. I think just following up on the gentleman from
Texas’ comments, it would be my prediction that a lot of what
Charlie says is correct, and that the next farm bill, whether we
survive the rest of this 6-year farm bill, or whether it is reopened,
is going to be much more lean than what we have seen in the past.

A couple things that are hitting us is the overspending of Con-
gress, and that kind of debt, you can call it overspending, or you
can say we should increase taxes to accommodate that kind of
spending. Either way, it hurts agriculture, it hurts business, if we
simply start raising taxes without having the discipline to reduce
spending.

So I think agriculture and the farm community and farmers and
ranchers in this country needs to start looking at how they are
going to survive in a world economy with less Government pro-
grams to help with their cash flow on their farming operations.

You join that with what I see, increased pressures from the de-
veloping world, through WTO, to insist that to some extent, most
all subsidies all trade-distorting, is going to end up with the kind
of trade negotiations that is also going to put pressure on lower
subsidies coming from in the United States of America. So, com-
bined with our cash flow problem, the increasing debt, and the bur-
den of increasing financing of that debt. Currently, we are paying
$300 billion a year interest on the debt. It represents 14 percent
of our total Federal spending now. That could very well double in
the next dozen to 15 years, depending on where interest rates go,
and where annual deficits go adding to the debt. So it seems to me
that farm organizations and commodity organizations need to start
concentrating on how can we reduce some of the overzealous regu-
lations at the State and Federal level. How can we reduce some of
the imposition of taxes at the State and Federal level, including
property taxes at the State level, to lower some of those costs, if
we are going to be able to continue to compete in commodities?

So, instead of asking questions, I sort of have got, Mr. Chairman,
on my soapbox, because I do see some real dangers, and the chal-
lenge of farm organizations to start looking more sharply at where
we can reduce some of the overzealous regulations, and where we
can reduce some of the overzealous taxes. Where we can accommo-
date farm workers in a better way, whether it is the program that
Chairman Goodlatte has developed, or other programs that allow
us to compete in hiring the kind of help we need on our farms and
ranches.
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And with that, Mr. Chairman, I will just make my speech, and
I won’t ask a question, unless the gentlemen have a reaction.

Mr. MORAN. I thank the gentleman from Michigan. I believe that
concludes the questioning of this panel, and we thank you for your
testimony and your presence here today.

I would ask that the third panel come forward.
This panel consists of Mr. Mark Gage, the president of the Na-

tional Association of Wheat Growers; Mr. Dee Vaughan, the presi-
dent of the National Corn Growers Association; Mr. James
Vorderstrasse, the president of the National Grain Sorghum Pro-
ducers; Mr. Bryan Moery, a member of the Board of USA Rice Fed-
eration; Mr. Bart Ruth, past president of the American Soybean
Association; and Mr. Woody Anderson, chairman of the National
Cotton Council.

Mr. Gage, I believe we will begin with you, and thank you very
much for being here.

STATEMENT OF MARK GAGE, PRESIDENT, NATIONAL
ASSOCIATION OF WHEAT GROWERS, PAGE, NORTH DAKOTA

Mr. GAGE. Mr. Chairman, members of the committee, my name
is Mark Gage, and I farm in eastern North Dakota, and I raise
Spring wheat, barley, and soybeans. I am the president of the Na-
tional Association of Wheat Growers. I am pleased to have the op-
portunity to testify on behalf of the wheat growers of the United
States on the farm bill of 2002.

The National Association of Wheat Growers understands the
challenges under which the 2002 farm bill was crafted, and we ap-
preciate the program, that offers stability to the agricultural com-
munity as well as the food supply of the Nation.

The commodity title of the farm bill allows farmers to make pro-
jections and business decisions with some degree of certainty, so
they can focus on producing an abundant, economical, and safe food
supply. However, weather conditions sometimes interfere with the
production, and neither efficiency nor technology will produce a
crop. Thus, farmers must have an improved crop insurance safety
net.

All these aspects of the farm bill require adequate funding. The
National Association of Wheat Growers believes the 2002 Act is
good policy, and we believe it is funded at the lowest possible cost.
Just as a farmer would be ill-advised to plant less seed than is re-
quired, this country would be ill-advised to partially fund or par-
tially implement this legislation.

Mr. Chairman, a lot has been said concerning large farms. These
are family operations, where most of America’s production occurs.
Family farmers who have increased size of their operation, in order
to remain viable, full-time producers should not be penalized be-
cause of their business decisions. Farmers are stewards of the land.
While the size of farms have grown, care for the land has not di-
minished, thanks to farm program. However, missing is implemen-
tation of the Conservation Security Program. We believe the CSP
is an investment in the future of working and productive lands, a
wise investment for the Nation.

With a trade deficit of over $46 billion, the fact that over 50 per-
cent of American wheat is export, wheat growers need open and
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fair trade. It is important that programs such foreign market devel-
opment and market access programs are funded, helping our efforts
to develop markets.

Another area is food aid, not only because it reduces hunger, but
also makes the world a safer place. This belief was expressed by
Norman Borlaug: ‘‘If you desire peace, cultivate justice, but at the
same time cultivate the fields to produce bread; otherwise there
will be no peace.’’

Publicly funded agricultural research is more vital today than
ever, to meet the challenges, including bioterrorism threats, crop
disease, providing ample, safe, and a nutritious supply, and creat-
ing new uses, such as energy, from agricultural crops. All these
benefits have accrued to the American taxpayers at bargain prices,
costing each consumer $0.132 per day. However, due to a carefully
crafted commodity title, which works as a safety net for producers,
CBO estimates that costs over the last 3 years or 30 percent, or
$15 billion less than originally projected.

There has been a great deal of publicity criticizing this farm bill.
Much of the criticism flows from an agenda inconsistent with good
public policy. We believe that the American people have not had
the opportunity to form opinions with the benefit of the facts. The
National Association of Wheat Growers has initiated discussions
with other farm groups, and we have developed an initiative called
Home Grown. The purpose of this is to defend, but more impor-
tantly, celebrate the benefits of good farm policy.

Mr. Chairman, and members of this committee, we thank you
and your staff for the long hours and careful thought you give to
the future of United States agriculture.

[The prepared statement of Mr. Gage appears at the conclusion
of the hearing.]

Mr. MORAN. Thank you very much, Mr. Gage.
Before I recognize Mr. Vaughan, I would like to recognize the

gentleman from North Dakota, for purposes of introducing Mr.
Gage.

Mr. POMEROY. Mr. Chairman, this is something I have never
done in 12 years in Congress, and that is introduce a speaker after
he is done speaking, but I was inadvertently detained in the hall.

I do want you to know the man we have just heard from is a
wonderful leader in North Dakota. Himself a farmer raising hard
red spring wheat, barley, and soybeans, he has served in a leader-
ship capacity for the North Dakota grain growers, and brought 10
years of real leadership involvement in that organization into his
work with NAWG, and so now, as he assumes leadership of the Na-
tional Association of Wheat Growers, it is really right from the
ground up that Mark has enormous experience.

I think, regardless of the commodity, here in the Agriculture
Committee, when we have producers that take time away from
their own fields to get involved on behalf of the universe of produc-
ers that have the stake in promoting the commodity, it sure helps,
and the agriculture economists can bring us an awful lot that is of
great value to us, but you just can’t beat the farmer stakeholder
advancing on behalf of all farmers of the particular commodity at
issue.
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So, Mark has been a great champion for wheat, and we love him.
I know that he will be back with us on a number of occasions in
this new capacity, and thank you, Mr. Chairman.

Mr. MORAN. Thank you, Mr. Pomeroy. As a Member of Congress
from a wheat State, we are delighted to have the leadership of
some folks in North Dakota.

Mr. Vaughan, we now recognize you for your testimony.

STATEMENT OF DEE VAUGHAN, PRESIDENT, NATIONAL CORN
GROWERS ASSOCIATION, DUMAS, TEXAS

Mr. VAUGHAN. Good morning, Mr. Chairman, members of the
committee. I appreciate the opportunity to appear before you this
morning on behalf of the National Corn Growers Association. I am
Dee Vaughan, a corn producer from Dumas, Texas, and I am cur-
rently serving as the president.

Today, corn growers throughout the United States find them-
selves in a much more favorable commodity market due to a vari-
ety of factors, tremendous growth in ethanol production, increase
in exports, and record production levels last year. Although NCGA
remains very concerned about drought conditions in the western
Corn Belt, and export opportunities for U.S. cattlemen, this year’s
accelerated planting season appears to be getting us off to a very
good start.

Recent projections for this year’s corn crop indicate an increase
to 71.9 million harvested acres. Corn utilization is expected to
climb to a record level, exceeding 10.5 billion bushels. Corn for the
production of ethanol is the major driver behind the increase, with
the industry setting new production records each month. The out-
look for corn is certainly encouraging, but growers continue to face
serious challenges. Along with increased cost for seed and pes-
ticides, escalating energy prices are eroding profit margins.

Just last year, the entire farm sector experienced a 30.8 increase
in fuel expenses. NCGA is particularly concerned by the 58 percent
rise in the price of natural gas in 2003, a primary ingredient for
fertilizer, and also, a fuel for irrigation, it shows few signs of re-
turning to the previous price levels, and it is causing serious cost
side pressure to U.S. farmers and to the fertilizer industry.

The bottom line is that rising energy costs are largely responsible
for driving up overall production expenses by over 6 percent in
2003. Consequently, NCGA remains committed to getting a com-
prehensive energy bill passed, and we call on the U.S. Congress to
send a bill to the President this year.

I do not need to remind this committee of the many risks that
farmers confront year in and year out. Fortunately, we do have a
new countercyclical payment program in this farm bill that better
protects our growers when prices plummet. Following several years
of ad hoc economic assistance, today’s farm policy offers more pre-
dictability and fiscal discipline, one that limits assistance to pro-
ducers for when aid is most needed. In fact, if prices remain at cur-
rent levels, corn growers will be required to repay an estimated
$696 million in advance countercyclical payments.

As growers, we appreciate having this safety net, but we would
much prefer to get our rewards from the marketplace. Another key
component of the farm safety net is the marketing loan assistance
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program. The USDA is to be commended for making long overdue
adjustments in county loan rates that more accurately reflect local
market conditions. When NCGA has advised the Department of
disparities and posted county prices and loan rates between coun-
ties and States, the FSA has worked very cooperatively with our
growers to develop appropriate solutions. NCGA believes, though,
that further analysis is needed to ensure that the marketing loan
program keeps pace with changes in local markets.

As you review current U.S. farm policy, I cannot overemphasize
the value of Congress staying the course. Growers must make long-
term capital investment and business decisions based on programs
they expect will not be significantly altered. Midcourse changes, in-
cluding proposals to further restrict farm support payments are ex-
tremely inequitable. NCGA continues to support the limitations
that are in this farm bill.

In addition to an improved safety net, I must emphasize NCGA’s
interest in the other farm bill titles that assist producers wanting
to move further down the value added chain. NCGA is therefore
concerned by reduced funding for value added agriculture product
market development grants and renewable energy initiatives. We
are also disappointed with the slow progress toward implementing
the Rural Business Investment Program and Federal procurement
of bio-based products. These programs offer considerable potential
for attracting new venture capital to rural communities and build-
ing markets for biomass industries.

One of the major reasons NCGA so strongly supports the 2002
farm bill is that a wide range of priorities are addressed in a com-
prehensive, balanced way. We would like to thank the committee
for its leadership in supporting a significant commitment to con-
servation on private land, an expanded Environmental Quality In-
centives Program, the Wetlands Reserve Program, and the creation
of the Conservation Security Program. NCGA believes CSP pre-
sents a great opportunity to increase conservation and improve en-
vironmental results for farmers and the public. However, if imple-
mented as proposed, most corn growers would not quality for a
CSP contract. The rule is not written for the average commercial
farmer, though they could provide the greatest benefits.

NCGA is particularly concerned with the definition of an agricul-
tural operation under the current rules. NCGA also is concerned
about the continuing struggle over funding for technical assistance.
Last year, the EQIP program was authorized at $700 million. The
Appropriations Committee reduced it to $695 million, and then
year end funding was only $558 million, because EQIP was re-
quired to contribute funds for technical assistance requirements of
Conservation Reserve and Wetlands Reserve Programs. NCGA
firmly believes that each conservation program should pay its own
way.

Mr. Chairman, I have attempted to provide the committee an ob-
jective assessment of the farm bill and an overview the corn indus-
try’s performance, market forces, and how producers respond to
them, ultimately determine our success. Today’s farm bill, though,
enables U.S. corn growers to make further advances in food produc-
tion, renewable energy, and conservation practices that would not
be possible otherwise.
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Our farm programs have facilitated new opportunities that have
resulted in additional benefits for both producers and the American
taxpayer. Finally, I want to thank you for conducting this hearing.
We appreciate your strong leadership and commitment to U.S. ag-
riculture, and ask for your continued support of this landmark leg-
islation.

[The prepared statement of Mr. Vaughan appears at the conclu-
sion of the hearing.]

Mr. MORAN. Mr. Vaughan, thank you very much. Mr.
Vorderstrasse.

STATEMENT OF JAMES VORDERSTRASSE, PRESIDENT,
NATIONAL GRAIN SORGHUM PRODUCERS, HEBRON, NE

Mr. VORDERSTRASSE. Thank you, Mr. Chairman. On behalf of the
National Grain Sorghum Producers, I would like to thank the
chairman of the subcommittee for holding this hearing and allow-
ing us the opportunity to discuss USDA’s implementation of the
farm bill and its impact on the sorghum industry. My name is
James Vorderstrasse. I am president of NGSP, and I farm 1,600
acres near Hebron, NE, raising sorghum, soybeans, and wheat,
along with livestock production and CRP.

NGSP believes that the farm bill is working for producers, and
we would encourage the committee not to make any policy changes
at this time. We hope that lower spending on farm programs will
be considered in farmers’ favor by Congress as it works to balance
its budget. Actually, we wish CBO would give the Agriculture Com-
mittee credit for not spending that money.

We do, however, have some particular concerns that we would
like to share with the committee in our effort to strengthen USDA’s
support for sorghum. NGSP believes that correcting inequities in
the programs would genuinely give producers the freedom to raise
any crops that suit their marketing plans and conservation needs,
rather than basing those decisions on a particular aspect of the
farm program.

Of utmost importance to NGSP, we ask the committee to encour-
age USDA to follow Congress’ lead and review and change outdated
programs that affect sorghum producers. Some programs that are
in need of review and change are county loan rates, sorghum’s uti-
lization in conservation programs and risk management programs.

First, NGSP encourages the subcommittee to ask USDA to equal-
ize the loan rates between sorghum and corn on the county level.
USDA is not interpreting the farm bill as we believe the committee
intended. For example, my loan rate for sorghum is $0.08 below
corn’s loan rate, despite sorghum being prices at or above corn for
the last 4 years.

NGSP’s members are puzzled with USDA’s action, since they
predicted sorghum’s price to be equal to or higher than corn’s, and
the market is paying more for sorghum. As you can see from the
chart which we have at the edge of the table, USDA’s world agri-
cultural outlook and supply estimate prices are almost identical. In
2000 to 2001, sorghum was 102.2 percent that of corn; 2001–02,
98.5 percent; 2002–03, 100 percent; 2003–04, 100 percent; projected
for 2004–05, 98.2 percent; which averages out 99.78 percent.
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Next, USDA programs do not recognize features of sorghum as
a water saving crop, nor do they take into account the enormous
potential of sorghum as a fuel and food source. Sorghum is grown
in the semi-arid regions of the U.S, and is knows as a water sip-
ping crop because it uses less water than other crops.

On the chart at the edge of the table, the yellow colored areas
of the map are those that receive less than 20 inches of rain, the
Sorghum Belt. Because it is naturally adapted to this region, the
risk of raising sorghum is far less than the risk of raising high
water use crops. As Mr. Collins stated, high water use crops lo-
cated in the green areas are moving into the semi-arid or yellow
areas represented by the slashed line, resulting in increased water
consumption and increased risk of crop failure.

Since 1985, 5 million acres of this land has left sorghum produc-
tion and gone into high water use crops in this semi-arid region.
The other 4 million acres went into CRP. While not all of the acre-
age losses can be attributed to farm programs, Government policy
has played a significant role in the decline of sorghum acres.

Our membership is becoming increasingly concerned about the
growing conflict between agricultural and nonagricultural competi-
tion for water. The first concern of growers in semi-arid regions of
the U.S. is water quantity, not water quality. NGSP believes that
sorghum can play a valuable role in water quantity. We ask that
the committee and USDA keep this growing conflict over water and
the potential benefits of sorghum as an energy source and a non-
GMO food source in mind as oversight discussions occur and policy
is implemented.

As I mentioned previously, USDA’s price predictions show that
the sorghum market has changed from the previous price relation-
ship with corn. NGSP asks that the subcommittee work to update
its programs, and other agencies to recognize the fact that if other
program benefits are not equaled, higher water use crops could
continue to replace sorghum in the Sorghum Belt and put agri-
culture on a collision course with nonagricultural water uses.

A significant amount of water and risk can be saved by encourag-
ing policy that switches from high water use crops to low water use
crops in the Sorghum Belt.

In conclusion, NGSP is concerned that crops like grain sorghum
are not being rewarded for being a low risk, low water using crop
alternative. Policy traditionally has favored high gross revenue,
riskier crops over sorghum. Sorghum has more yield stability when
compared to higher water use crops in semi-arid agricultural re-
gions, and costs the Government less money for risk management
programs. Without corrections to key farm bill programs to better
reflect this, what is happening in the country, sorghum is at risk
of losing the critical research and support infrastructure it needs
to become a more vital part of the sustainable, profitable cropping
system that benefits the producers and provides them with other
choices.

We would like to thank you and the members of this subcommit-
tee for the opportunity you have given us to present our organiza-
tion’s review of this Farm Security and Rural Investment Act of
2002. NGSP is a strong supporter of this farm bill and appreciates
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the committee’s support, and will be happy to answer any ques-
tions.

[The prepared statement of Mr. Vorderstrasse appears at the
conclusion of the hearing.]

Mr. MORAN. Thank you. We will turn to Mr. Moery.

STATEMENT OF BRYAN MOERY, MEMBER OF THE BOARD, USA
RICE FEDERATION, WYNNE, AR

Mr. MOERY. Mr. Chairman and members of the committee, my
name is Bryan Moery. I am a rice and soybean farmer from Wynne,
Arkansas. I currently serve on the Board of Directors of the U.S.
Rice Producers Group, and a charter member of the U.S. Rice Fed-
eration. Mr. Dan Gertson is a rice farmer from Lissie, TX, accom-
panies me here today. Mr. Gertson currently serves as the vice
chairman of the U.S. Rice Producers Association.

I am pleased to appear before the committee today on behalf of
the entire rice industry. My testimony represents the consensus po-
sition of these organizations with respect to legislation addressing
our domestic agricultural commodity programs. On a personal note,
I will share with you how excited and honored I am to testify be-
fore the Congress for the first time.

In our testimony before this committee on March the 21st, 2001,
we expressed concern that rice farmers would not cash flow for
lending purposes without additional support from the Federal Gov-
ernment. Congress averted this potential crisis by passing the
Farm Security and Rural Investment Act of 2002. We commend
this committee and the Congress for its strong support for U.S. rice
in approving the 2002 farm bill.

We are pleased to report that in rice country, the farm bill is
working as it should by providing an important financial safety net
during periods of low prices, such as the 2002–03 crop year. When
prices improve, as they have in 2004, the farm bill supports are re-
duced automatically through the countercyclical nature of the pro-
gram. Without the support of the 2004 farm bill, the rice farmer
in the U.S. would face an uncertain future.

In addition to being necessary and effective, the 2002 farm bill
has proven to be budget-conscious. According to the figures recently
released by the Congressional Budget Office, outlays for farm and
conservation programs under the 2002 farm bill are forecast to be
more than $5 billion below the initial CBO estimates for both fiscal
years 2004 and 2005.

Congress deserves credit, not criticism, for passing a budget-
friendly farm bill. Another matter that was thoroughly debated
during consideration of the 2002 farm bill was the issue of payment
limitations on farm programs. During development of the Bill,
there was extensive media coverage on NBA basketball stars and
media moguls receiving Government farm program assistance.
Farm bill crafters addressed this issue by including a new adjusted
gross income means test that prevents the large corporations, or
those deriving substantial income off a farm from receiving farm
bill assistance.

Unfortunately, there are those who wish to revisit this thor-
oughly debated issue. They seek to further reduce payments to
some family farmers in a misguided effort to benefit what they be-
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lieve are more important priorities. This continues to cause uncer-
tainty across the farm agricultural community. We urge Congress
to heed the advice of the Commission on payment limitations that
was appointed as required by the 2002 farm bill. After months of
extensive hearing and review, the Commission determined that no
modifications were warranted during the life of the farm bill. The
rice industry agrees with this recommendation and encourages
Congress to oppose further restrictions on payment limitations.

And we would also urge Congress to maintain an adequate farm
safety net for U.S. producers in the face of trade negotiations and
dispute resolutions pending in the World Trade Organization. ad-
ministration negotiators will have to show real, measurable
progress in bringing home market access gains before our produc-
ers and processors can seriously consider any reduction in U.S. pro-
grams.

The 2002 farm bill is a vital safety net to rice farmers, and our
industry appreciates the commitment Congress has made to ensur-
ing a sustained domestic food supply.

We urge the committee to avoid further cuts in the support levels
embodied in the legislation, and pledge our assistance in meeting
this challenge. Again, on behalf of the Nation’s rice producers, I
want to thank you and the members of the committee for your in-
terest in these important issues, and for the opportunity to testify.
Mr. Gertson and I would be glad to answer any questions that you
may have.

[The prepared statement of Mr. Moery appears at the conclusion
of the hearing.]

Mr. MORAN. Mr. Moery, thank you very much for your debut tes-
timony. Well presented. Mr. Ruth.

STATEMENT OF BART RUTH, PAST PRESIDENT, AMERICAN
SOYBEAN ASSOCIATION, RISING CITY, NE

Mr. RUTH. Good morning, Mr. Chairman and members of the
subcommittee. I am Bart Ruth, a soybean and corn farmer from
Rising City, NE. I am a past president of the American Soybean
Association, which represents 25,000 producer members. ASA ap-
preciates the opportunity to appear before you today. We commend
you, Mr. Chairman, for holding this midterm review of the 2002
farm bill.

Conditions 2 years into omnibus farm legislation are rarely those
anticipated when these bills are enacted. In regard to the 2002
farm bill, budget projections in early 2001 indicated that the agri-
culture baseline would be inadequate to maintain income support
levels at prevailing levels. As a result, Congress added $78.5 billion
in budget authority to the baseline over 10 years. In reality, be-
cause of higher prices than projected by CBO, spending under the
2002 farm bill has been considerably less than expected, and CBO’s
most recent forecast is for an additional decline in fiscal year 2004
and 2005 of almost $10 billion.

Proposals to reduce the agriculture baseline through reconcili-
ation in fiscal year 2006 and future years are not consistent with
long-term commitments to protecting farm income. To arbitrarily
cut support levels would be to violate this compact and place pro-
ducers at risk.
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I would now like to comment on how soybeans have fared under
the 2002 farm bill. During the development of the bill, we ex-
pressed strongly our views that support levels for program crops
should be set at levels that did not influence planning decisions. In
this regard, we would suggest that the countercyclical income sup-
port program, despite being decoupled from current year produc-
tion, may still influence planning decisions in advance of the next
farm bill.

Since Congress used a recent 3-year period in determining pro-
gram crop payment acres for the 2002 farm bill, many farmers will
assume that this practice will be used again as they make their
planning decisions in the next 2 years. As an alternative to base
coupled programs, and recognizing the trend toward truly Green
Box support in the WTO negotiations, ASA has been looking at
moving to fully decoupled payments, and we look forward to work-
ing with the subcommittee and the full Agriculture Committee in
examining this and other options as we approach deliberations on
new farm legislation.

I would now like to comment on other provisions of the 2002
farm bill that are important to soybean producers. ASA has long
supported development of programs providing incentives to produc-
ers who practice good conservation. The Conservation Security Pro-
gram was designed to provide producers with incentives to manage
working lands for ecological benefits. If implemented as Congress
intended, CSP will function properly, and ASA members will bene-
fit from this new and innovative program.

The CCC Bioenergy Program is critical to building new biofacili-
ties, because it allows more affordable purchases of inputs by start-
up companies. We estimate that if appropriations match the au-
thorization level, more than a dozen new biodiesel production facili-
ties could be constructed throughout the country over the next 24
months.

Section 9002 of the farm bill calls upon USDA to prepare guide-
lines for use in procurement of bio-based products by our Govern-
ment. We are hopeful that USDA will advance this program as
Congress intended, so we will benefit our farmers, rural commu-
nities, and the environment.

The Foreign Market Development program and the Market Ac-
cess Program received increased funding in the 2002 farm bill. ASA
is pleased that FMD is now consistently receiving annual funding
at the authorized level of $34.5 million. We are concerned, however,
that MAP may not be funded at the $140 million level authorized
by the farm bill. The 2002 farm bill attempted to provide a mecha-
nism that would continue the U.S. commitment to feed the world’s
poorest people. However, in the last 2 years, non-emergency fund-
ing for food aid programs has been rapidly shrinking. In fact, our
largest food aid program, P.L. 480 title II, has only utilized slightly
more than half of the authorized level of aid.

Additionally, funding for the McGovern-Dole International Food
for Education and Child Nutrition Program, has fallen from $100
million in fiscal year 2003 to $50 million in fiscal year 2004. The
subcommittee has asked us to address whether crop insurance
should be incorporated into omnibus farm legislation. Our initial
reaction is no. Combining two large, highly technical pieces of legis-

VerDate 11-SEP-98 11:31 Jun 23, 2004 Jkt 094330 PO 00000 Frm 00050 Fmt 6633 Sfmt 6633 F:\DOCS\10830 HAGRI PsN: HAGRI



48

lation into one would make oversight and reauthorization of these
programs all that more difficult. For those non-farm constituencies
who are quick to criticize agriculture spending, combining the two
most expensive pieces of farm legislation into one bill would offer
an irresistible target.

In closing, Mr. Chairman, I would mention that ASA has been
preoccupied in the last 2 years with several major issues that fall
outside the scope of the 2002 farm bill, and these are detailed in
our written testimony.

Thank you again, Mr. Chairman, for the opportunity to appear
today, and we look forward to working with the committee in the
future. I will be happy to answer any questions. Thank you.

[The prepared statement of Mr. Ruth appears at the conclusion
of the hearing.]

Mr. MORAN. Thank you very much. Mr. Anderson, welcome back
for day two.

STATEMENT OF WOODY ANDERSON, CHAIRMAN, NATIONAL
COTTON COUNCIL, COLORADO CITY, TX

Mr. ANDERSON. Thank you, Mr. Chairman, and good morning. I
am Woody Anderson, a cotton producer from Colorado City, TX,
and I am here today representing the National Cotton Council and
currently serve as its chairman.

We are here today to applaud the members of the House Agri-
culture Committee for developing a visionary farm bill that meets
the needs of today’s farmers in a fiscally responsible manner while
satisfying our international trade agreements.

Committee members worked diligently within budget constraints
to develop a bill that was not only balanced across commodities,
but balanced production agriculture with the needs of conservation
and nutrition programs. The Council strongly supported its pas-
sage, and we are pleased to say that the 2002 Act has been a suc-
cess. It is vital to the structure and the stability of the U.S. cotton
industry and to U.S. agriculture as a whole.

Mr. Chairman, as you mentioned earlier, there was a widely
voiced misconception when the 2002 bill was enacted that it rep-
resented a significant increase in U.S. agriculture subsidization.
Contrary to those early projections, the 2002 Act has an enviable
track record on spending. To date, budget outlays are much lower
than were projected by CBO during the farm bill debate. For fiscal
year 2002 and 2004 period, the total spending will be approxi-
mately $17 billion less than originally projected.

As Congress addresses the budget deficit in the future, we
strongly encourage you to take that into consideration, the respon-
sible track record of the 2002 farm bill, and not allow agriculture
to be penalized by its previously achieved savings. The direct pay-
ments in the bill provide an effective financial safety net with mini-
mal impacts on overall production and prices. The decoupled na-
ture of the support allows market signals to play a prominent role
in acreage decisions.

Planning flexibility remains a positive with our growers, and
they can adjust their planting decisions based on economic signals
and agronomic goals. It is important to remind the committee that
the Council has always opposed payment limits, and worked within
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the farm bill debate to keep restrictions on benefit eligibility as
reasonable as possible. The 10 member Commission established by
the farm bill has completed its work, and the Council commends
their diligent efforts. The Council agrees with the conclusion of the
Commission’s report that more restrictive payment limits would
have a negative effect on U.S. agriculture and cause instability in
production, financing, and marketing.

We urge the committee to consider this report and reject efforts
to enact more restrictive payment limits or eligibility requirements.
During the debate of the 2002 legislation, an equitable balance was
achieved between funding for commodity, conservation, and nutri-
tion programs. The bill authorized a 77 percent increase in spend-
ing on conservation programs, and introduced new programs such
as the Conservation Security Program. We support maintaining
this balance to the extent possible.

Regarding CSP, the Council joined other groups in providing
comments to NRCS as rules for implementing a new conservation
program have been developed. Cotton producers have expressed
strong interest in this program, because it provides an opportunity
to maintain and enhance resource conserving practices. However,
the apparent complexity of the rules and initial limitations on en-
rollment will be a disappointment to those outside the targeted wa-
tersheds. We are looking forward to working with NRCS as the
program is expanded, in an effort to ensure that the program is
available to a broad spectrum of producers across the Cotton Belt
States.

Since its passage, the farm bill has come under continual attack
from opponents, both in the U.S. and from other countries. Most re-
cently, a new round of criticism has been leveled on the cotton pro-
gram in particular, and the farm program and farm bill in general,
based on press reports regarding the interim decision issued by a
WTO panel on the Brazil-U.S. cotton dispute. If press reports are
accurate, we find that the panel’s initial rulings are very concern-
ing. However, we are also encouraged by the strong statements of
support by committee leaders, by Senate Agriculture Committee
Chairman Cochran, and the administration regarding the current
farm bill.

We share this committee’s view that the cotton program complies
with our commitments under the WTO, and will continue to sup-
port the efforts of U.S. Government officials in the defense of the
farm bill. We also realize that this is a marathon and not a sprint,
and several steps remain before a final decision will be rendered.
We believe the WTO panel got this decision wrong, but we remain
committed to the process. A rational, rules-based international
trading system is far superior to the alternative. We will do our
part, working with this committee and the administration, to main-
tain an effective U.S. cotton program that complies with our WTO
obligations.

In closing, we urge Congress to preserve the current farm bill
and keep it intact for the remainder of the term. This will provide
stability in production, financing, and marketing, and allow produc-
ers to react to the market signal. For our part, the cotton industry
will continue to utilize new technology, enhanced management
practices, and the most effective marketing strategies, to consist-
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ently deliver a top quality, competitively-priced fiber to our domes-
tic and international customers.

Mr. Chairman, we sincerely appreciate the opportunity to be
here this morning and provide these comments.

[The prepared statement of Mr. Anderson appears at the conclu-
sion of the hearing.]

Mr. MORAN. Mr. Anderson, thank you very much. I have just
been notified that we expect votes on the House floor at approxi-
mately 12:15. I hope we can conclude, in fact, that would be my in-
tention is to conclude this hearing by that time, and to help Mr.
Peterson with his schedule, I recognize him first.

Mr. PETERSON. Thank you, Mr. Chairman. I will try to be brief.
Mr. Ruth, in your testimony, you are talking about this CCC Bio-
energy Program, and you said that you think that if it was fully
funded, that it would create some startups, we have got a plant
that is being considered in Minnesota, and the Minnesota legisla-
ture passed, as you know, a biodiesel mandate, so we have got a
market in Minnesota that they don’t have, that is coming on board,
that they don’t have in other States. And yet, my sense is that the
plant is kind of languishing, this would help, but it seems like they
also think they need a credit similar to what we have with ethanol
to actually make this work.

So, I mean, could you explain to me how you think this is going
to create maybe 12 plants just with this program, and not having
the credit like we have with ethanol? Because that is not what I
am hearing from some of my people.

Mr. RUTH. Yes, and I am not familiar with the specifics of the
Minnesota plant. I do commend the efforts of the Minnesota pro-
ducers and the legislative body of Minnesota for going forward with
the legislation. I think, as this biodiesel industry moves forward,
it is going to take a combination of many things, the Bioenergy
Program is one component that we do need to continue, and get the
tax incentive as part of the energy bill, or the Fisk ETI Bill, or
whatever mechanism is moving here on Capitol Hill. We have that
issue alive in several bills on the Senate side. Hopefully, with your
influence, as those issues get to conference, we can really pull this
package together, and carry biodiesel to the next level.

Mr. PETERSON. But you say here that there may be as much as
a dozen new facilities just from the Bioenergy Program. Have you
got those identified?

Mr. RUTH. I don’t have the numbers in front of me, but one thing
that does concern us is that this program is set to expire in 2006.
So, while it may be not fully effective at this level, it is going to
continue to decrease if the funding level decreases.

Next year’s budget, there is $100 million in the program. This
year, we are authorizing $150 million. So if it is not effective at
this level, it is going to continue to get worse.

Mr. PETERSON. Yes, we are working as hard as we can to try to
get this industry off the ground, but I just have some questions,
given the fact that they have capped these payments, which are not
actually appropriations. That are mandatory payments that are
being capped, similar to what they did with CSP, so I don’t think
it is helping us any.
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Mr. RUTH. I can certainly get further information, and get that
to you.

Mr. PETERSON. Mr. Gage, some of my producers have talked to
me, apparently there was a small deficiency, or countercyclical pay-
ment made to wheat growers, something like 3 cents a bushel or
something, that they are now having to pay back. Am I correct
about that?

Mr. GAGE. Yes, you are correct that we are going to have to make
this small payment back.

Mr. PETERSON. And it is really not a whole lot of money. We have
been looking at this, and it seems to me that is almost going to cost
us more money to pay this back with the administrative costs of
this than if we just waived it. Have you looked at that? Do you
agree with that or not?

Mr. GAGE. We have not looked at that.
Mr. PETERSON. I think, from what I could tell, it is, the total

amount is something like $300 million for the whole country. Does
that sound right?

Mr. GAGE. I am not familiar with the figure.
Mr. PETERSON. Actually, it is only $28 million. Has your group

taken a position on this, that we should possibly look at forgiving
this, because it is such a small amount?

Mr. GAGE. No, we haven’t.
Mr. PETERSON. That hasn’t come up in discussions or anything?
Mr. GAGE. It hasn’t come up in discussions.
Mr. PETERSON. All right. Thank you, Mr. Chairman.
Mr. MORAN. Very welcome. We are delighted, honored to have

the chairman of the full committee, Mr. Goodlatte, the gentleman
from Virginia, joining us, and I would recognize him for any com-
ments or questions.

The CHAIRMAN. Mr. Chairman, thank you. I don’t have any ques-
tions for this fine panel, but I appreciate very much their participa-
tion today, and I want to commend you for undertaking this hear-
ing on what is, I think, a new phase of the progress that we make
with the farm bill, which has in many, many respects, worked very
well. It is still not completely implemented, but it is now mostly
implemented, and we are learning about what is working, what is
not working in it. I think that your eliciting testimony today is very
helpful in that process, because by the time we get done figuring
that out, it won’t be all that long before we start holding hearings
about what we are going to do next. We are not there yet, but we
certainly find that checking on the wellbeing of our farm policy and
the programs that we put into place 2 years ago is a valuable
thing. So I commend you and the members of the subcommittee for
your work on this.

Mr. MORAN. Thank you, Mr. Chairman. Thank you for the sup-
port in allowing our subcommittee to hold these hearings, and we
appreciate your presence today. The gentleman from Texas, Mr.
Stenholm.

Mr. STENHOLM. Thank you, Mr. Chairman. Just a reiteration. I
think it is always great to have a hearing in which everybody is
pretty well happy, but always pointing out where we could do a lit-
tle bit better. And that means things are kind of normal down on
the farm right now.
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Everyone has mentioned in one way or the other the conserva-
tion part of the farm bill, and the concern that many areas being
now underfunded as a result of the appropriators having to come
up with savings, and the limitation that Mr. Peterson was talking
about, that is one of the tools available to appropriators to limit
mandatory spending in order to make room to do other things that
are also important for agriculture. And that is something we are
going to have to continue to look at prioritization, and here, where
you are making recommendations, it is going to be—I know that
I am now speaking for the appropriators, but—and that is not nor-
mal for an authorizer, but we are all in this together. We have
been dealt the hand now, and we are going to have to make the
best of it.

In reference—I believe it was you, Mr. Anderson, talking about,
hoping that the savings, that we don’t end up losing those savings.
One of you talked about that. When you look at conservation
spending, in 1937, Congress appropriated $440 million for financial
assistance for conservation and $23 million in technical assistance.
In 2004 dollars, that would be $6 billion. Instead, we are cutting
from $2.4, and that is something—that is an investment for all of
America, something that gets overlooked quite often is when we
are talking about conservation of our soil and water, that benefits
285 million American people. Yet that is the area that we are now
being forced to cut under the system that we are going through.

I appreciate, Mr. Ruth, you and Mr. Gage mentioning food assist-
ance. Extremely important in the whole construct of the farm bill,
the recognition of the importance of food aid, both foreign and do-
mestic, is part of the farm bill, and that quite often gets over-
looked, as we get into some of these debates we get into.

Yesterday, several of you testified on trade. I would make this
observation. The outcome of the WTO round lays the foundation for
the beginning of the 2006–07 farm bill. We start next year. Next
year, the Congress, this committee, will do as was done for the
2002 farm bill. We will be starting at least 2 years early to do it.
It is going to be a challenge, but that is why the same admonition
I made yesterday, look for ways to work together. Don’t look for
ways to divide agriculture.

At this table, I commend each of you. Your associations have
done a wonderful job of adhering to that to this point. I anticipate
you will do even better in the days and years ahead. We cannot af-
ford the luxury of being divided in the area of trade, and then
when we start looking at the priorities. Several of you mentioned—
and that goes back to Mr. Peterson’s question regarding investment
and value added products. Extremely important for us, and again,
I am very concerned that that has become the target for elimi-
nation. Might be one of the most short-sighted decisions that this
Congress can make in this, but that will come in the appropriations
process. Final admonition, every one of you have mentioned leave
the payment limitations as we limited it in the farm bill. I agree
with you, but you don’t do that in budgets. You do that on the ap-
propriation bill, so keep lobbying each and every one of our 435,
434 colleagues, each of us here, I don’t think have to be lobbied,
but keep working on that, because the battle is going to come again
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on the appropriation bill, and we certainly do not need to lose that
one.

Thank you all, each, all of you for being here. Your testimony—
again, it is good to end on a positive note, and your panel is ending
on a positive note.

Mr. MORAN. Mr. Ruth testified about planting decisions and per-
haps planting distortions arising from the farm bill. Does any other
commodity group have a sense that that is occurring, either within
their commodity, or another commodity that could be grown in-
stead of what they produce?

I would guess that there is at least one at the table who believes
that. Mr. Vorderstrasse.

Mr. VORDERSTRASSE. Like I mentioned in the testimony, more
water using crops are moving into the Sorghum Belt, because of
risk management factors. We have had some people tell us that
they are planting a riskier crop, basically, because the crop insur-
ance guarantees them more money in the final end, instead of
planting a crop that will stand the dry weather. So, it has been dis-
torting planning intentions.

Mr. MORAN. Any other commodity believe that is occurring? And
in regard to the loan rate, I too am troubled by the fact that what
we thought we had accomplished in the farm bill in regard to sor-
ghum and its relationship to the loan rate on corn has not been
fully realized, and again, would volunteer to work with you to see
if we can’t get USDA to make decisions in that regard in a slightly
different manner, that would actually result in implementation of
the policy that was established in the farm bill. So I look forward
to pursuing that further with you, and on your behalf. In a broader
sense, broader question, are any of your commodity groups looking
at the consequences of the changing cost structure and world com-
petition in agriculture? And as we look at farm policies, I hope that
over the course of time, if it is not happening today, that we begin
to recognize that there may be circumstances in which United
States production agriculture is not the low cost provider of an ag-
ricultural commodity, and my question is what does that mean?
What is the significance of that, if it is true, in regard to farm pol-
icy in the future?

We always hear from farmers and from farm groups, we want a
level playing field, we can compete with anyone in the world, and
I am interested in knowing ultimately whether that is still a true
statement. Brazil comes to mind, soybeans in particular. It has
been an eye-opening experience for me to read, to learn more about
the agricultural competition we receive from Brazil and others. And
it seems to me that we ought to be developing policies that address
that issue, if it is real. And that issue being what happens if we
are not the low cost provider?

Any organization taking a look at that broad issue?
Mr. RUTH. Well, that has certainly been a concern, as you men-

tion, in the case of soybeans. Last spring, ASA took a trip to Brazil,
actually took a member of your committee staff along. I know some
members of your committee went down following that to get a clos-
er look at the expansion in Brazil, and there is a number of things
that we have been trying to put our finger on, and kind of along
the lines of things that Mr. Smith talked about, whether it is sub-
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sidized financing for agricultural expansion, waiver of taxes on con-
verting land to agriculture. Those are the kinds of things we really
need to try to address and just determine how do we remain com-
petitive in the global marketplace, because Brazil now has actually
surpassed the U.S. in production of soybeans. This year, they will
be off because of harsh growing conditions, but that is definitely a
concern, and we are anxious to work with Congress in identifying
ways that we can remain competitive.

Mr. ANDERSON. Mr. Chairman. Woody Anderson. The cotton in-
dustry is also looking at how we expand our market opportunities,
and how we could be more competitive in that world market.

As I testified yesterday, about 90 percent of our product is being
exported and coming back into this country, so we have taken a
long, hard look at it, and like Mr. Ruth, a year ago in April, we
were in Brazil, and looked at their cotton farming production areas
there. We still feel like that the cotton industry in this country can
be as competitive as anywhere in the world. As we continue to look
at new technologies and other opportunities that we have to keep
those costs of production down, we do have some concerns, as we
have those unexpected costs continue to arise, like some of the fuel
costs that were mentioned earlier, but we still feel like that the
American cotton farmer can produce with any farmer in the world
on a competitive basis, if that field is level and fair.

Mr. MORAN. Mr. Vaughan.
Mr. VAUGHAN. Being competitive is a pretty multifaceted part of

it, or equation, I guess you would say. Being able to move farther
up the value chain, as we were talking about earlier, that would
help, ensuring farmers get a higher return on what they sell.

Infrastructure is a big component of that as well. One of our pri-
ority issues this year is getting improvements on the upper Mis-
sissippi and Illinois river systems, because we recognize that if we
cannot move our product to the world market in an efficient man-
ner, that we are going to fall behind the Brazils and the Argentinas
of the world, and so that is a component.

Also, energy costs right now are making it very difficult for us
to be able to compete in crowing corn in the United States in many
places. So, there is a lot of components in that that we need to ad-
dress, but technology is taking us a long ways, biotechnology pro-
ductivity is going up every year. If you look at the trend line, corn
yield, it is about a bushel and a half per year that we are increas-
ing yield, and so we have the ability to stay competitive, but we
have all these things that we have to roll in together.

Mr. MORAN. I appreciate your comments, and I recognize that my
time has expired, but I also recognize that many of these issues are
somewhat outside the jurisdiction, the realm of the Agriculture
Committee, but I hope by the time a new farm bill rolls around
that there is thought given by all of you as to what farm policies
need to be in place to enhance the likelihood that American produc-
tion agriculture is competitive with producers around the world.

And technology infrastructure, those things matter, but we also,
I think, need to look at how we develop farm assistance to produc-
tion agriculture in the country, and I would just like to have a
broader look some time on how that may work to our advantage,
or at least to avoid any disadvantage.
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The gentleman from North Dakota.
Mr. POMEROY. We have, during the time I have been on the com-

mittee, Mr. Chairman, had two very different approaches in farm
program. I would just ask the panel if anyone would like to go back
to a Freedom to Farm approach.

Mr. ANDERSON. Congressman, I would just say that the cotton in-
dustry is very happy with the current farm bill, and look forward
to working, in developing something in the future on that basis.

Mr. POMEROY. Thank you. Let us go right on down the panel.
Mr. RUTH. I would say at this point we are happy with this farm

bill. It provides a level of support for soybean farmers that wasn’t
there in previous bills, so with some minor modifications, I think
we are on the right track.

Mr. MOERY. I would echo that. It gives us stability and some-
thing that we can hang our hat on, in the farming community, that
we need to know for certain what we have got.

Mr. VORDERSTRASSE. Same here. I think this farm bill is working
real well. There is a few things, like I said, that we need to work
on, to tweak a little bit, but overall, the farm bill is working real
great for sorghum producers.

Mr. VAUGHAN. We would say pretty well ditto, I guess, that we
think the farm bill is doing very well, and we believe that the coun-
tercyclical—that is—program that was put in, is less trade-distort-
ing and more efficient, as far as a safety net, and so that we would
like to stay the course.

Mr. GAGE. We also feel that the farm bill is working, and where
we go from here will partially depend on, as I stated earlier, the
WTO talks, and I know my group is working on our concept for the
next farm bill, what it should look like.

Mr. POMEROY. I appreciate those responses. I mean, I just think
fundamentally, from the standpoint of helping family farmers, you
provide assistance when they need it. If they don’t need it, you
don’t provide it, and that is a pretty commonsense way to build a
farm bill. That is the principle upon which we have built this farm
bill. I thought the chairman’s handout is very interesting. He wrote
a ‘‘Dear Colleague’’—it seems dear Republican colleague, but I am
pleased to have a copy in any event. That shows we are about a
third below, in a projected outlay at the time we passed it.

And so not only is it good for farmers, and helpful when they
need it, but it is good for taxpayers to not help them when they
don’t need it, and that is a bargain we can live with. Now, keeping
an eye on global trade, Mark, I think you make such an important
point there, I have been very interested about the component of the
Conservation Security Program that might allow us to build a reve-
nue opportunity for farmers that is going to be unassailable in a
trade situation, rewarding conservation practices. And I am a little
frustrated that we are not taking this period of time, this very crit-
ical period of time before WTO pressure gets even greater, to fully
develop and explore what might be achieved with those programs.

I would ask, just throw it open, what would you recommend to
the Secretary of Agriculture in terms of the conservation title of
this farm bill that we ought to be doing in order to fully under-
stand the potential of this type of approach for the next farm bill?

Mr. Anderson?
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Mr. ANDERSON. That is a difficult question, Congressman, and I
appreciate you giving me a little time to think through it.

I guess part of that would depend on our understanding and the
definition of Green Box and those conservation programs. Those of
us in the cotton industry have seen some different interpretations
of late of what fits into those kinds of boxes, and so I think as we
move toward developing additional conservation programs, or
building on CSP in the future farm bill, we would have to know
that we had some assurances that those types of programs would
fit into that Green Box, and not into the box that some others in
the world community are trying to fit them in.

Additionally, I think that anything above the cost of the practice
is still being viewed in those trade agreements as being trade-dis-
torting, so I think we very much need to expand on the conserva-
tion side of our future farm programs. If, like Mr. Stenholm, it is
something that is amenable to the 285-plus million taxpayers in
this country, but it is going to be very difficult to, in my opinion,
to deliver program support through those type of programs over
and above what the practice requires.

Mr. POMEROY. My time has expired. I expect that that captures
panel sentiment, general consensus with what was expressed. I do
think that we don’t have long, and we really ought to be looking
at what we can construct that will work under the conservation
title.

Thank you, Mr. Chairman.
Mr. MORAN. Thank you, Mr. Pomeroy. Mr. Osborne.
Mr. OSBORNE. Thank you, Mr. Chairman.
I thank Mr. Ruth and Mr. Vorderstrasse for being here, because

they are both from Nebraska, obviously, and both do a fine job with
their organizations, and I am going to ask a question. I just wanted
to underscore what Mr. Vorderstrasse was saying, because I have
seen firsthand the effects of the drought. Nebraska is on one of
those borderline areas, in terms of precipitation, and we have seen
a considerable exodus from wheat and sorghum production into
corn. And I believe that sorghum uses about, what, 40, 50 percent
less water than corn. So this is, when you see the farm bill, actu-
ally impacting planting decisions, particularly in areas where
water is really short right now. It is disturbing, and something we
have to look at. Not much we can do about it now until the next
farm bill, but we will certainly keep that in mind, and with that,
Mr. Chairman, I yield back.

Mr. MORAN. Thank you very much, Mr. Osborne. The gentleman
from Michigan.

Mr. SMITH. Maybe just very briefly, if you would bear with me
for a couple yes or no questions. Mr. Gage, will we farmers use
Roundup Ready wheat 5 years from now? Yes or no.

Mr. GAGE. It depends on if there is a market for it.
Mr. SMITH. Well, that is part of the question. Let me, and I am

chairman of the Research Subommittee in Science, so very con-
cerned about maybe restructuring our agricultural research. That,
along with making sure that we do a good job on our trade negotia-
tions is part of how we are going to compete, I think.

Let me go down the line and try another yes or no question. Mr.
Moery and Mr. Anderson mentioned payment limits. I am con-
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cerned that we got some bad publicity with some farmers report-
edly getting millions of dollars, and a yes or no, if you will consider
doing it that way, should there be some level of payment limits for
price support payments? Mr. Gage.

Mr. GAGE. There is now, so yes.
Mr. SMITH. Mr. Vaughan.
Mr. VAUGHAN. Yes.
Mr. SMITH. Mr. Vorderstrasse.
Mr. VORDERSTRASSE. Can’t answer yes or no.
Mr. SMITH. Mr. Moery.
Mr. MOERY. No.
Mr. SMITH. Mr. Ruth.
Mr. RUTH. ASA is opposed to payment limits.
Mr. SMITH. Mr. Anderson.
Mr. ANDERSON. So is the National Cotton Council.
Mr. SMITH. OK, so, I think the publicity, and maybe you should

know what hits us in Congress is just a lot of bad pressures on
when farmers are given million dollars, and policy-wise, I think
that there should, as we approach the next farm bill, that is going
to have limited amounts allowed for payments, the less payment
limitations there are, the less price support level is going to be. I
mean, that is just going to be a fact, in terms of what is going to
happen on some kind of limits. So, I think you should reconsider
at least some payment limitations personally. I would like to in-
crease the payment limits maybe to $200,000 over the current
$150,000, but close the loophole on commodity certificates. Right
now, there is no price support payment limitations for large farm-
ers that decide to use the generic commodity certificates, and I as-
sume, Mr. Moery, for rice, and Mr. Anderson, for cotton, you would
oppose closing that loophole, is that correct?

Mr. MOERY. Yes, sir. I would.
Mr. ANDERSON. We think certificates are a very useful tool, and

would oppose it.
Mr. SMITH. Mr. Chairman, thank you very much. The challenge

is ahead of us. Agriculture in this country has always been able to
compete on an international market, and I think that test over the
next 10 years is going to be even greater.

Gentlemen, thank you for being here.
Mr. MORAN. Yes, very much, panel. We appreciate your partici-

pation, your testimony, your response to our questions. Without ob-
jection, the record of today’s hearing will remain open for 10 days
to receive additional material and supplementary written responses
from witnesses to any questions posed by a member of the panel.

This hearing of the House Committee on Agriculture is now ad-
journed.

[Whereupon, at 12:25 p.m., the subcommittee was adjourned.]
[Material submitted for inclusion in the record follows:]

STATEMENT OF KEITH COLLINS

Mr. Chairman and members of the subcommittee, thank you for the opportunity
to provide a brief review of the performance of the farm economy and the commodity
programs of the Farm Security and Rural Investment Act of 2002. The goal of the
U.S. Department of Agriculture has been to implement the 2002 farm bill in an ef-
fective and timely manner to the benefit of producers, consumers and taxpayers.
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This morning, I will highlight a few of those accomplishments and discuss the per-
formance of the 2002 farm bill.

USDA FARM BILL IMPLEMENTATION

USDA’s primary goal over the past two years has been to implement all of the
2002 farm bill’s provisions as quickly, efficiently and equitably as possible. This has
been an enormous challenge, given the passage of the bill in the middle of the 2002
program year. Because we had been preparing for implementation prior to passage,
the key provisions were quickly put in place for the 2002 crops. We estimate that
95 percent of the 2002 farm bill has now been implemented. The few remaining pro-
visions are will be implemented over the next several months. The following activi-
ties illustrate the current status of key 2002 farm bill provisions.

The commodity provisions of Title I are fully operational, and producers are re-
ceiving their authorized benefits. To date, over $15 billion in commodity program
payments, including direct, countercyclical, loan deficiency, peanut quota buyout
and milk income loss contract (MILC) payments, have been issued. The final report
of the payment limit commission was issued and the study of national dairy policy
will be released soon.

Under Title II, we are implementing the largest conservation programs in USDA
history. One new signup for the Conservation Reserve Program (CRP) has been
held, the final rule published last week, and we are now considering when to hold
the next signup. The revamped Environmental Quality Incentives Program (EQIP)
was launched last May, and the Farm and Ranchland Conservation Program and
the Grassland Reserve Program have also been implemented. To help with technical
assistance for program implementation, we issued a rule which makes available
non-Federal and private sector providers of technical assistance. We are now devel-
oping the final rule for the unprecedented Conservation Security Program (CSP) and
expect to have it in place this summer.

Under the trade authorities of Title III, USDA has issued a final rule implement-
ing the McGovern-Dole International Food for Education and Child Nutrition Pro-
gram and implemented the Technical Assistance Program for Specialty Crops.

In rural development, Title VI, we have implemented the broadband, rural local
television and value-added agricultural product development programs. We have
proposed a rule for guaranteeing electric and telephone notes and are implementing
the Rural Business Investment Program with the Small Business Administration.

Under the first-ever energy title in a farm bill, Title IX, we awarded grants under
the joint USDA/Department of Energy (DOE) Biomass Research and Development
Program, the Renewable Energy and Energy Efficiency Program and the Biodiesel
Fuel Education Program. We also issued the final rule for the Commodity Credit
Corporation (CCC) bioenergy program, which supports expanded ethanol and biodie-
sel production. In addition, we proposed a rule for the Federal Biobased Product
Preferred Procurement Program (FB–4P), which will require all Federal agencies to
prefer biobased products in their procurements, and we expect to issue a final rule
soon.

We continue on track to implement the Country of Origin Labeling provision. A
proposed rule covering all affected commodities has been issued, and the final rule
will be issued later this year. As directed by the Consolidated Appropriations Act,
2004, the program will initially be in effect for fish, fruits and vegetables.

Finally, we are implementing the provisions of Section 10708 of the 2002 farm
bill on the compilation and public disclosure of data to assess and hold USDA ac-
countable for the nondiscriminatory participation of socially disadvantaged farmers
and ranchers in the Department’s programs and expect to issue a report to Congress
in the next several months. In the fall, we expect to have procedures in place to
track farm program benefits provided directly or indirectly to individuals or entities
under Titles I and II, as required by Section 1614.

Collectively, the provisions implemented and those few that remain in the process
of implementation are helping to stabilize the farm economy, support the quality of
life in rural areas and generate new economic opportunities for farmers and rural
residents.

State of the Farm Economy
When USDA began implementing the farm program provisions of the 2002 farm

bill in the summer of 2002, the Dow Jones Industrial Average had slipped below
8,000, the price of corn was under $2 per bushel, soybeans were under $5 per bushel
and cotton was selling for 35 cents per pound. The farm economy had been weak
for so long, beginning with the 1998 crops, many suggested such prices might be
the norm for the future. At that time, the 2002 farm bill was poised to be costly
and a highly significant part of future farm income.
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The story today is remarkably different, as the U.S. agricultural economy has
sharply rebounded. The index of prices received by farmers in April was the highest
for any month since USDA started keeping records in 1910. Prices have strength-
ened despite generally good U.S. harvests in 2003 and disruptions in livestock and
poultry trade caused by animal diseases. With good harvests and strong prices, U.S.
net cash income surged to a record high in 2003 and producers are having another
strong income year in 2004.

The improvement in agriculture is the result of some transitory supply factors and
some more enduring demand developments. On the supply side for the 2003/04
crops, adverse winter weather in the Former Soviet Union countries and drought
in Europe reduced wheat and coarse grain production. In addition, the soybean har-
vests in the United States and South America were reduced by a variety of factors,
including drought and disease. For the 2004/05 crops, dry weather is reducing U.S.
winter wheat production.

While these declines in production are likely to reverse in coming years, several
positive demand developments appear more persistent. The global economy has sub-
stantially strengthened, boosting farm product demand. The variable and generally
slow foreign economic growth since 1998, which was 1.6 percent in both 2001 and
2002, finally improved to 2.2 percent in 2003 and further improvement to 3.3 per-
cent is expected this year. U.S. growth, at a near standstill in 2002, rose to 3.1 per-
cent in 2003 and is expected to be above 4.5 percent this year.

The improved foreign economies, combined with lower global production, are in-
creasing U.S. farm exports this year. USDA projects U.S. farm exports will reach
$59 billion in fiscal year (FY) 2004, nearly equal to the all-time high. Had it not
been for the finding of BSE in December and subsequent decline in U.S. beef ex-
ports, U.S. agricultural exports this year would be record-high.

Two added factors contributing to stronger exports are the lower U.S. dollar and
China’s growing net imports of agricultural products. The trade-weighted value of
the dollar, measured against the currencies of countries that import U.S. agricul-
tural products, was 6 to 7 percent lower in 2003, compared with 2001 and 2002.
The trade-weighted value of the dollar, measured against the currencies of countries
that compete against the U.S. in global agricultural product markets, was 15 to 20
percent lower in 2003, compared with 2001 and 2002. The reduced value of the U.S.
dollar makes U.S. farm products cheaper in foreign currency terms and reduces the
cost of our agricultural products relative to other potential suppliers.

China’s strong economic growth, booming demand for food, accession into the
World Trade Organization (WTO) and declining stocks of grain and cotton have
caused U.S. agricultural exports to China to rise from $1.4 billon in fiscal year 2002
to an estimated $5.4 billion in fiscal year 2004. China’s domestic uses of cotton and
soybean meal have each nearly doubled during the past 5 years. U.S. exports of cot-
ton and soybeans to China from October 2003 through March 2004 total $3.6 billion,
more than double the level for this period a year earlier.

The improved U.S. economy has strengthened domestic demand for food. Sales in
grocery, food and beverage stores during the first quarter of 2004 were up 3.3 per-
cent, compared with one year ago. Domestic demand for some key industrial uses
is also very strong. Ethanol production in February set another monthly record, up
25 percent from a year earlier.

On May 12, USDA issued its first official supply, demand and price forecasts for
the 2004/05 crop years. With planted acreage based on the Prospective Plantings re-
port released on March 31 and trend yields, USDA projects record high U.S. corn,
soybean and rice crops in 2004, a good cotton crop, but a U.S. wheat crop about 11
percent below the 2003 level, which had a record-high yield.

Even with the increase in U.S. production and a rebound expected in European
grain production, world markets are likely to remain robust, as stocks going into
the upcoming crop year will be the lowest in many years. World grain demand dur-
ing the current marketing year is expected to outpace production for the fifth con-
secutive year. By the end of this summer, global grain stocks as a percent of use
will be the lowest since 1976 for rice, the lowest since 1972 for wheat, and the low-
est on record for coarse grains. Stocks are also low for soybeans and cotton.

Regarding animal agriculture, U.S. production of red meat and poultry was down
fractionally in 2003 and is forecast to be only slightly higher in 2004. Combined
with stronger consumer demand, livestock and poultry prices remain above recent
historical levels despite the discovery of BSE and the outbreaks of Avian Influenza.
And, stable milk production last year followed by lower production in the first quar-
ter of this year resulted in surging milk and dairy product prices.

With this market resurgence, farm cash receipts are expected to be a record high
$215 billion in 2004. With spending on energy-based inputs up over the past two
years, government payments down and a reduction in cattle revenue due to BSE,
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net cash farm income is forecast to decline from the record-high of 2003, but will
still equal the average of the past two years.

With another sound income year in prospect, farmland values will likely rise
again. These developments should continue the improvement in the farm sector bal-
ance sheet that we saw in 2003.

Finally, consumers will continue to have abundant affordable food, although with
strong farm prices, retail food prices are expected to rise 3–3.5 percent this year,
compared with 2.2 percent in 2003, as retail prices for red meat, dairy products,
poultry, eggs, fresh fruits and vegetables and fats and oils increase.

PERFORMANCE OF THE 2002 FARM BILL

The current state of the farm economy illustrates the important relationship be-
tween the performance of the farm economy and the performance of the 2002 farm
bill. The 2002 farm bill provides a support structure for major crops and milk that
is primarily countercyclical to the performance of commodity markets. When mar-
kets for major crops and milk are strong, as they are now, the support structure
becomes generally benign; when these markets are weak, the support structure
plays a more expansive role in augmenting farm income.

The 2002 farm bill was developed under a budget resolution that increased fund-
ing for farm commodity programs above the projected spending level under a con-
tinuation of the Federal Agriculture Improvement and Reform Act of 1996 (1996
farm bill), the so-called baseline. This increased funding was motivated by the low
farm prices prevailing at the time and the desire by Congress to continue to supple-
ment the level of support provided by the 1996 farm bill, as had been done by disas-
ter and economic assistance legislation enacted in the four years prior to 2002.

Principal payment programs. The 2002 farm bill augments the incomes of major
crop producers by authorizing direct payments, marketing assistance loan benefits
and counter-cyclical payments. Direct payments are similar to the production flexi-
bility contract (PFC) payments of the 1996 farm bill. These payments are unrelated
to what or how much of a commodity a producer grows and the price received by
producers. Direct payments are determined by a producer’s fixed payment acreage
(85 percent of crop base), fixed direct payment yield and fixed payment rate. The
2002 farm bill established direct payment rates slightly above the PFC payment
rates that prevailed in the final year of the 1996 farm bill’s existence for food and
feed grains, upland cotton and rice. Direct payments were also introduced for soy-
beans, other oilseeds and peanuts—crops that were not eligible for PFC payments
under the 1996 farm bill. Other oilseeds are defined as sunflower seed, rapeseed,
canola, safflower, flaxseed, mustard seed, or, if designated by the Secretary, another
oilseed. The Secretary has designated crambe and sesame seed as other oilseeds.

Marketing assistance loan rates were increased for feed and food grains, compared
with the 1996 farm bill levels; held the same for rice; held about the same for up-
land cotton and other oilseeds; and reduced for soybeans. New marketing assistance
loan programs were introduced for dry peas, lentils, small chickpeas and peanuts.

A new concept, countercyclical payments, was implemented for food and feed
grains, upland cotton, rice, soybeans, other oilseeds and peanuts. Countercyclical
payments may be viewed as an extension of the ‘‘market loss payments’’ authorized
in prior disaster and economic assistance legislation and are similar to deficiency
payments used in the 1980’s. Under the 2002 farm bill, countercyclical payments
became an integral part of the support structure for major crops, rather than an
after-the-fact addition that depended on passage of annual legislation. Like direct
payments, countercyclical payments are decoupled from a producer’s current plant-
ings but depend on the level of market prices. Payment levels are determined by
a producer’s fixed payment acreage (85 percent of crop base), fixed countercyclical
payment yield and a payment rate that varies depending on market price.

Federal farm program spending. Federal spending on farm price and income sup-
port programs is sharply below the levels projected at the time the 2002 farm bill
was enacted. The fiscal year 2003 Mid-Session Review of the President’s Budget re-
leased in July 2002, following enactment of the 2002 farm bill, projected that out-
lays on commodity programs during fiscal year 2003 through fiscal year 2005 would
total $52.6 billion. However, the fiscal year 2005 President’s Budget released in Feb-
ruary 2004, which reflected the improving farm economy, estimated outlays for fis-
cal year 2003 through fiscal year 2005 at $35.3 billion, about $17.3 billion less than
the level projected in mid–2002. Since the February estimates, the farm economy
has continued to strengthen and a more current estimate of the reduction in farm
program outlays over the period may be about $20 billion.

Current estimates of spending on direct payments are about the same as the ini-
tial 2002 farm bill projections. About $5.3 billion is being paid to producers annually
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in the form of direct payments. For the 2002 through 2005 crop years, direct pay-
ments are expected to account for over half of all payments to producers under com-
modity programs.

In mid–2002, USDA estimated that countercyclical payments for the 2002 through
2005 crop years would total $23 billion. The President’s Budget released in Feb-
ruary of this year estimates payments over the same period will fall by nearly 50
percent to $12.2 billion and that figure would be lower if based on more recent price
forecasts.

Loan deficiency payments, the primary benefit distributed under the 2002 farm
bill’s marketing assistance loan program, depend on production and market prices.
In mid–2002, USDA estimated that loan deficiency payments for the 2002 through
2005 crops would total $12 billion. The fiscal year 2005 President’s Budget esti-
mates payments over the period will amount to slightly over $3 billion and that fig-
ure, too, would be lower if based on USDA’s most recent price forecasts.

As farm program payments have declined, payments have accounted for a much
smaller share of U.S. farm income. In 2000, payments to producers, including disas-
ter and economic assistance payments (excluding conservation payments), were
$21.2 billion, equal to 11 percent of U.S. farm cash receipts and 37 percent of U.S.
net cash farm income. In 2004, these payments are expected to total only $7.6 bil-
lion, equal to 4 percent of U.S. farm cash receipts and 14 percent of U.S. net cash
farm income.

Changes in program structure. In addition to the performance of the price and
income support provisions, the 2002 farm bill featured some substantial changes in
the structure of farm programs that merit discussion. One change was that produc-
ers were provided the opportunity to update crop acreage bases and payment yields,
which then remain fixed for the life of the 2002 farm bill. Producers could update
bases for all crops, or they could retain historical bases and add oilseeds to their
current base acreage, subject to certain restrictions. Payment yields for direct pay-
ments were the payment yields established under the 1996 farm bill, except for oil-
seeds, which were based on recent yields but factored back to the 1981–85 period.
Payment yields for countercyclical payments were the payment yields established
under the 1996 farm bill or they could be partially updated, based on alternative
methods, but only if bases were updated. Peanut payment yields for direct and coun-
tercyclical payments were determined using recent yields.

Prior to passage of the 2002 farm bill, there were 211.5 million base acres of crops
eligible for 2002-crop PFC payments. Reflecting the additional crops eligible for pay-
ments, producers enrolled 269.3 million base acres of crops eligible for 2002-crop di-
rect and countercyclical payments, including 211.4 million base acres of crops pre-
viously eligible for PFC payments, 53.5 million acres of soybeans, 2.9 million acres
of other oilseeds and 1.5 million acres of peanuts. For the 2002 crops, producers on
91 percent of all eligible farms accounting for 98 percent of total base acres elected
to enroll for direct and countercyclical payments. About 45 percent of all enrolled
producers, accounting for 40 percent of base acres, elected to update bases and par-
tially update program yields for countercyclical payments.

While total base acres for crops eligible for PFC payments was nearly unchanged
under the provisions of the 1996 and 2002 farm bills, there were considerable dif-
ferences for individual crops. The largest absolute change in enrolled base acres oc-
curred for corn in which 2002-crop base acreage increased from 81.6 million acres
under the 1996 farm bill to 87.9 million under the 2002 farm bill, a 7.6-percent in-
crease. Upland cotton base acreage increased from 16.2 million acres under the prior
farm bill to 18.9 million, or 16.3 percent; and rice base acres rose 9 percent, from
4.1 million acres to 4.5 million. In contrast, 2002-crop base acreages of wheat, grain
sorghum, barley and oats all declined under the 2002 farm bill. Wheat base acreage
for the 2002-crop dropped by 2.2 million acres, or 3 percent; grain sorghum base fell
from 13.6 million acres under the 1996 farm bill to 12.1 million, or 11 percent; and
barley base declined from 11.1 million acres to 8.8 million, or 20 percent. The larg-
est decline in acreage bases under the 2002 farm bill occurred for oats, falling by
more than 50 percent, from 6.5 million acres to 3.1 million.

The changes in base acres are not surprising and reflect economic incentives. Per
acre direct payments are generally higher for corn, rice and upland cotton than for
other crops eligible for direct payments, and projected per acre countercyclical pay-
ments for corn, rice, and upland cotton were generally above those for other crops
during the period when acreage bases could be established by producers under the
2002 farm bill. As a result, most producers who reduced plantings of corn, rice and
upland cotton since 1991–95, the previous period used to establish bases under the
1996 farm bill, appear to have maintained their bases, while producers who in-
creased plantings of these crops since 1991–95 appear to have increased their bases.
In addition, upland cotton plantings have increased in recent years in the South-
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east. Since 1998–2001 plantings of wheat, sorghum, barley and oats were consider-
ably below established bases, so declining base acres for these crops were expected.

Producers planted an average of 73.5 million acres of soybeans during 1998–2001.
In comparison, producers enrolled only 53.5 million acres of soybean base under the
2002 farm bill. To establish all 73.5 million acres as soybean base, producers would
have had to update all bases on the farm, and that would have meant losing corn
base. It appears producers believed that maintaining corn base was preferable to es-
tablishing a soybean base. This is consistent with differences in expected direct and
countercyclical payments for corn and soybeans at the time producers had to estab-
lish acreage bases under the 2002 farm bill.

For wheat, feed grains, rice and upland cotton, direct payment yields averaged
across all enrolled producers were within 2 percent of payment yields for PFC pay-
ments. For soybeans, which did not have a PFC yield, the direct payment yield aver-
aged 30.8 bushels per acre.

Producers elected to update program yields for countercyclical payments on 39
percent of total base acres enrolled under the 2002 farm bill. The average payment
yield for countercyclical payments exceeds the payment yield for direct payments by
4.6 percent for wheat, 5.7 percent for upland cotton, 6.4 percent for rice, 10.7 per-
cent for soybeans and 11.7 percent for corn.

Other Commodity Programs. Peanuts, Pulses, Sugar and Dairy. The 2002 farm
bill replaced the two-tiered price support program of quota and additional peanuts
in place since 1977 with direct and countercyclical payments, marketing assistance
loans and a quota buyout. To be eligible for direct and countercyclical payments, a
producer had to establish base acreage and a payment yield for peanuts. Producers
have enrolled 1.47 million base acres of peanuts with an average program yield for
direct and countercyclical payments of 2,989 pounds per acre, compared with aver-
age plantings of 1.53 million acres and yields per acre of 2,711 pounds during 1998–
2001.

Nationally, peanut planted acreage was down 12 percent in 2002, remained stable
in 2003 and, based on USDA’s Prospective Plantings report, is expected to be up
about 2 percent in 2004. It appears some producers have decided it is more profit-
able to plant alternative crops or convert peanut acreage into pasture or other uses,
rather than continue to produce peanuts.

Outlays under the new peanut program reached $1.6 billion in fiscal year 2003
of which $1.2 billion was paid out in quota compensation payments. In addition to
quota compensation payments, producers received $97 million in direct payments,
$161 million in countercyclical payments and about $50 million in marketing assist-
ance loan benefits for peanuts in fiscal year 2003.

Under the peanut marketing assistance loan program, the loan rate is $355 per
ton, compared with a U.S. average loan rate for quota peanuts under the 1996 farm
bill of $610 per ton. The reduction in the loan rate has led to a lower average price
for peanuts and has reduced imports of peanuts and peanut products. For example,
prior to implementation of the 2002 farm bill, Argentina completely filled its import
quota but has shipped only 36 percent of its quota in the past 12 months.

Establishing the loan repayment rate for peanuts has been complicated by a lack
of transparent and consistent price information covering all segments of the peanut
industry. USDA continues to work with the peanut industry to improve price discov-
ery mechanisms and provide more price transparency for both domestic and inter-
national market transactions. USDA has contracted with a third party to examine
options for improving the price information used in determining the loan repayment
rate and is hopeful that these efforts will lead to more transparent and consistent
price information.

U.S. peanuts exports have also declined, reflecting lower production and increased
domestic use. During the 2001 crop year, 700 million pounds of U.S. peanuts were
exported. U.S. peanut exports fell to 490 million pounds this past season and are
forecast to be unchanged this marketing year.

For program pulse crops, transparent and consistent price information for admin-
istering the marketing loan program has been difficult to obtain, similar to the prob-
lems faced with peanuts.

The 2002 farm bill continued the price support program for sugar. As under the
1996 farm bill, the loan rate for raw cane sugar is $0.18 per pound and the loan
rate for refined beet sugar is $0.229 per pound.

The 2002 farm bill established a new marketing allotment program for sugar
processed from sugar beets and sugarcane. The 2002 farm bill directs the Secretary
to set the overall allotment quantity (OAQ) pursuant to a statutory formula at a
level that will result in no forfeitures of sugar to the CCC. Under the formula for
determining the OAQ, the Secretary must estimate sugar consumption, carry-in
stocks and reasonable carry-over stocks. Reflecting uncertainty regarding these esti-
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mates, USDA gradually increased the OAQ over the course of the 2002/03 market-
ing year, as market prices remained above forfeiture levels. It also became increas-
ing clear that ‘‘consumption’’ as reported by the industry included actual deliveries
as well as sales for delivery in the future, making it difficult to interpret trends in
U.S. sugar consumption. For the year, U.S. production plus imports slightly exceed-
ed total use and the CCC was able to sell its sugar stocks without causing loan for-
feitures.

At the start of 2003/04, USDA set the OAQ at 8.55 million tons and held 0.3 mil-
lion tons in reserve. The reserve portion of the OAQ reflected uncertainties regard-
ing carry-in, consumption and imports. In April, USDA announced that the reserve
would be cancelled. For the marketing year, production plus imports are projected
to exceed total use by 0.6 million tons. As a result, stocks are projected to increase
from 1.7 million tons at the beginning of this marketing year to 2.2 million tons at
the beginning of the 2004/05 marketing year.

Despite the projected increase in stocks, the Prospective Plantings report indicates
that producers intend to plant the same amount of acreage to sugar beets as last
year. Assuming normal yields and no significant increase in imports, carryover
stocks are projected to rise to 2.3 million tons at the end of the 2004/05 marketing
year.

The 2002 farm bill continues the price support program for milk at $9.90 per cwt.
through December 31, 2007. The Dairy Export Incentive Program continues through
2007. The 2002 farm bill also authorized a new program that provides direct pay-
ments to dairy producers, the Milk Income Loss Contract (MILC) program. Under
the MILC program, dairy producers receive direct payments if the monthly Class
I price in Boston is below $16.94 per cwt.

USDA began issuing payments under the MILC program in October 2002 and has
paid out $2 billion in MILC payments to producers since then. At the time the 2002
farm bill was enacted, the Congressional Budget Office (CBO) projected MILC pay-
ments would total $1.0 billion through September 30, 2005, the life of the program.
The payment rate has ranged from a high of $1.82 per cwt. in April 2003 to a low
of zero in during September through December of 2004. Reflecting the recent surge
in milk prices, no payments will be made under the MILC program in May, and
no payments are projected over the next several months.

The 2.4-million-pound annual cap on payments has been effective in shifting pay-
ments to areas of the country with smaller herds. For example, Arizona, California,
Idaho and New Mexico account for about one-third of total milk production. Produc-
ers in these four States have received about 10 percent of total MILC payments.
In contrast, Minnesota, New York, Pennsylvania and Wisconsin also account of
about one-third of total milk production and producers in these four States have re-
ceived nearly one-half of total MILC payments.

Implications for Market Efficiency. The 2002 farm bill continued the market-ori-
ented planting flexibility provisions of the 1996 farm bill. A producer may plant any
commodity on base acres, except under certain circumstances, fruits, vegetables and
wild rice, without loss of direct and countercyclical payments. The decoupling of pay-
ments from planting decisions enables producers to choose the mix of crops that best
meet economic, conservation and other objectives. This freedom of choice in deter-
mining the mix of crop to produce eliminates inefficiencies caused by government-
imposed planting restrictions. While there has been some criticism that the 2002
farm bill ‘‘recoupled’’ production through its base and yield updating provisions,
planting data to date suggest producers continue to make planting decisions on mar-
ket conditions, not base allocations.

Producers have responded to the evolution toward greater planting flexibility and
reliance on market returns, as well as agronomic considerations, by shifting the mix
of crops produced. For example, 57.8 million acres were planted to soybeans in 1990,
down from a peak of more than 71 million in 1979. With the increased planting
flexibility beginning with the 1996 farm bill, soybean acreage grew to 64.2 million
acres in 1996, to 74.0 million in 2002, and a record high 75.4 million expected in
2004. Expansion has occurred in the Midwest as producers have moved to corn/soy-
bean crop rotations on more acreage, and the Upper Midwest and Western States,
as improved seed varieties have led to higher yields in these regions. In contrast,
producers have elected to reduce plantings of wheat and minor feed grains in the
face of better alternatives and continued dry conditions in some areas. For example,
USDA expects 59.5 million acres planted to wheat in 2004, compared with 77 mil-
lion in 1990 and over 75 million in 1996.

Farm program benefits are received by about one-third of all U.S. farms and cover
about 80 percent of principal crop acreage, consequently farm programs do not di-
rectly affect a substantial portion of U.S. agriculture. While market forces have in-
creased in importance for the portion of U.S. agriculture covered by farm programs,
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certain programs such as marketing assistance loans and MILC payments remain
coupled to production decisions, which has the benefit of providing more support
when production increases and prices decline, but risks prolonging recovery by
blunting supply adjustment.

Conservation Programs. The support provided to commodity producers was also
enhanced by the expansion of conservation programs in the 2002 farm bill and these
deserve mention. Several existing programs were reauthorized and new programs
added to assist producers in addressing conservation concerns on working lands. At
the time the 2002 farm bill was enacted, CBO projected outlays under the conserva-
tion provisions of the 2002 farm bill would be $6.5 billion during fiscal year 2002–
07 and over $14 billion during fiscal year 2002–11.

Some of the major conservation provisions of the 2002 farm bill include: (1) an
increase in maximum enrollment in the CRP from 36.4 million acres to 39.2 million
acres; (2) a steady increase in the level of funding for the EQIP to $1.3 billion in
fiscal year 2007; (3) an increase in maximum enrollment in the WRP to 2.275 mil-
lion acres; (4) establishment of a Grassland Reserve Program (GRP), in which up
to 2 million acres may be enrolled to assist producers in restoring and conserving
grassland; and (5) creation of the CSP to assist producers in implementing and
maintaining conservation practices on working lands.

To implement the many conservation programs under the 2002 farm bill, USDA
developed and issued new program rules, trained and updated its workforce and
partners on program changes and sought to deliver the programs to America’s farm-
ers and ranchers in a timely and efficient manner.

The final rule implementing EQIP was published on May 30, 2003, after evaluat-
ing and considering 1,250 public comments. During fiscal year 2003, USDA ap-
proved 30,251 EQIP contracts and obligated $483 million in EQIP funds. In fiscal
year 2004, USDA has allocated over $900 million in EQIP funding to the States.

USDA conducted the first general sign-up for the CRP under the 2002 farm bill
from May 5 through June 13, 2003. Over 71,000 offers for about 4.1 million acres
were received and 38,000 offers were accepted for 2.0 million acres. There are cur-
rently 34.7 million acres enrolled in the CRP. Given the record high average farm
prices this spring and tight crop stocks situation, we have decided to wait until this
summer before deciding when to conduct another general CRP sign-up. This will
give the Department time to more fully evaluate the supply/demand outlook for
major crops for the upcoming marketing year, which will be heavily influenced by
this summer’s weather.

USDA is aggressively moving forward on implementation of the CSP. We con-
ducted 10 national listening sessions and met with numerous stakeholders in var-
ious States prior to issuing the proposed rule. The public comment period closed on
March 2 and the Department is evaluating the more than 14,000 public responses.
USDA’s next step is to conduct a thorough review of the comments, which will be
used in developing the final rule. We are on schedule to publish a final rule early
this summer followed by program sign-up.

The GRP assists landowners in restoring and protecting grassland. On June 30,
2003, USDA announced the first sign-up for the GRP under a ‘‘Notice of Availability
of Program Funds.’’ In fiscal year 2003, 241,000 acres were enrolled in the GRP at
a cost of $51.3 million. On May 11, USDA released an interim final rule for the
GRP. Following publication in the Federal Register, the Department will begin
signup, with applications filed any time during the year.

Conclusion
The 2002 farm bill was an outgrowth of concerns expressed by producers, consum-

ers, agribusiness, rural communities and many other stakeholders. Two of those
concerns were a desire for a stronger, built-in safety net that producers and their
lenders could count on when market prices dropped to low levels and the need to
have better tools for addressing resource concerns on working lands. While it may
be premature to assess the 2002 farm bill’s performance at the end of only its sec-
ond year, there appears to be general agreement the 2002 farm bill has put in place
a set of programs that address both of those concerns.

Commodity programs are functioning as envisioned, with current tight supplies
and higher prices for major crops leading to lower payments to producers. Resources
are being allocated by costs and returns largely determined by market prices. Pro-
ducers have the freedom to select their most profitable enterprises. Our domestic
programs have stayed within the $19.1 billion WTO commitment for the Aggregate
Measure of Support, and the 2002 farm bill’s ‘‘circuit breakers’’ assure that commit-
ments will be met. We are also nearing the time when all the conservation programs
authorized by the 2002 farm bill will be fully operational and provide new and im-
proved tools for producers and others to address resource concerns, especially re-
source concerns on working lands.
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This does not mean the 2002 farm bill is without its challenges. Over its remain-
ing life numerous issues may be confronted: When market prices decline, can higher
payments be sustained in the face of Federal budget deficits and competing funding
needs? If not, what risk management alternatives are feasible? Are the needs of all
types and sizes of producers being adequately met by the 2002 farm bill programs?
And, there are technical issues as well; for example, will price discovery problems
for new marketing loan programs such as pulses and peanuts be solved?

This completes my testimony, and I will be happy to address any questions.
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STATEMENT OF WOODY ANDERSON

Good morning, Mr. Chairman, I am Woody Anderson, a dry-land cotton and grain
producer from Colorado City, Texas. Colorado City is located in the Rolling Plains
of Texas near Abilene. I am a proud constituent of Congressman Charlie Stenholm
of the 17th district, and I am here today representing the National Cotton Council
and serve as its Chairman.

The National Cotton Council is the central organization of the United States cot-
ton industry. Its members include producers, ginners, oilseed crushers, merchants,
cooperatives, warehousemen, and textile manufacturers. While a majority of the in-
dustry is concentrated in 17 cotton producing states, stretching from the Carolinas
to California, the downstream manufacturers of cotton apparel and home-furnish-
ings are located in virtually every state.

Mr. Chairman, as we approach the half-way point of the 2002 farm bill, we thank
you for holding this hearing to review the performance of the programs covered by
this important legislation. Also, we applaud the members of the House Agriculture
Committee for developing a visionary farm bill that meets the needs of today’s farm-
ers in a fiscally responsible manner while satisfying our international trade commit-
ments. Committee members worked diligently within budget constraints to develop
a bill that was not only balanced across commodities, but also balanced production
agriculture with the needs of conservation and nutrition programs.

The Council strongly supported its passage, and we are pleased to be able to say
that the farm bill is a success. The legislation remains vital to the structure and
stability of the U.S. cotton industry and U.S. agriculture as a whole.

Budget Outlays Well Below Expectations. It is important to correct a misconcep-
tion propagated by the popular press. Contrary to what many claim, the farm bill
is not a lavish handout to farmers. In fact, it has become a very responsible entitle-
ment with an enviable track record on spending. To date, budget outlays are much
lower than projected by the Congressional Budget Office (CBO) during the farm bill
debate. For the fiscal year2002–04 period, total spending will be approximately $17
billion less than originally projected. The counter-cyclical payment provisions of the
farm bill assure that spending will decline as market prices recover. As Congress
addresses the budget deficit in the future, we strongly encourage you to take into
consideration the responsible track record of the 2002 farm bill and not allow agri-
culture to be penalized by its previously achieved savings.

An Effective Financial Safety Net That Doesn’t Distort Plantings. The decoupled
direct and counter-cyclical payments provide an effective financial safety net with
minimal impacts on overall production and prices. Counter-cyclical payments have
addressed one of the major shortcomings of the previous farm bill by providing addi-
tional support in times of low prices. In the case of cotton, the first two crops cov-
ered by this bill provide dramatic examples of the performance of the counter-cycli-
cal payments. Low prices for the 2002 crop put the counter-cyclical payment at its
maximum of 13.73 cents. As a side note, we commend the Secretary for expediting
the counter-cyclical payments for the 2002 crop when it was obvious that the maxi-
mum rate would be used. As prices strengthened for the 2003 marketing year, the
counter-cyclical payment has become substantially smaller. Although, final prices
will not be known until October, NCC economists expect a total payment between
3 and 4 cents.

Also, the decoupled nature of support allows for market signals to play a promi-
nent role in acreage decisions. The planting flexibility that began with the FAIR Act
and continues under the current farm bill remains a positive with growers. In gen-
eral, farmers can adjust their planting decisions based on economic signals and ag-
ronomic goals without jeopardizing the basis for program support. Over the past few
years, relative market price expectations have been the single largest factor deter-
mining year-to-year changes in U.S. cotton acreage.

The current planting season provides further evidence of the flexibility afforded
under this farm bill. For the first time since the late 1990’s, we are in a situation
where several commodities are actively competing for available acreage. Our grow-
ers continually tell us that they are responding to market signals and adjusting
their crop mix based on relative prices. For example, in the Mississippi Delta, soy-
beans have pulled some acreage out of cotton as the cotton-to-soybean price ratio
fell to its lowest level since the 1980’s.

Payment Limits. It is important to remind the Committee that the Council has
always opposed payment limits and worked in the farm bill debate to keep any re-
strictions on benefit eligibility as reasonable as possible. Due to the contentious na-
ture of payment limits, the 2002 farm bill established a 10-member commission to
thoroughly evaluate the implications of payment limits. As you know, the commis-
sion has completed its work, and the Council commends its diligent efforts and dedi-
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cation to their task. Along with other industry groups, our President and CEO, Dr.
Mark Lange, had the opportunity to provide testimony to the panel. The NCC
agrees with the conclusion of the panel’s report that more restrictive payment limits
would have a negative effect on US agriculture and cause instability in that sector’s
production, financing and marketing segments. We urge the Committee to heed this
finding and reject efforts by certain members of Congress to push for more restric-
tive payment limits or eligibility requirements.

Base and Yield Updating. One of the key features of the current farm bill was
the ability to update base acreages and yields for the purpose of determining decou-
pled payments. This has been an important feature for our members because it gave
growers the opportunity for base acreage to more accurately reflect recent planting
history. Obviously, the process of base and yield updates was a significant and com-
plex undertaking for many growers, particularly in the instances where multiple
landlords were involved. We commend USDA on its diligent efforts to assist growers
and for providing decisions tools to facilitate the process.

Conservation Programs. During the debate of the 2002 legislation, an equitable
balance was achieved between funding for commodity, conservation and nutrition
programs. The bill authorized a 77 percent increase in spending on conservation
programs and introduced new programs such as the Conservation Security Program
(CSP). We support maintaining this balance to the extent possible.

Regarding the CSP, the Council has commended the Natural Resources and Con-
servation Service (NRCS) for developing rules for implementing a new, far-reaching
and complicated conservation program on a nation-wide basis. We also recognize
that this task was made even more difficult due to a capped entitlement in the ini-
tial year of implementation and with unknown and changing funding levels. How-
ever, because of the complexity of the regulation and the limited areas of participa-
tion, we are concerned that the initial reaction by producers to the CSP will be neg-
ative. Once the final rule is published, we will work closely with producers and state
offices in the selected watersheds to ensure that the program is workable to eligible
growers.

We also support resolving the issue of funding for adequate technical support for
all conservation programs. Resolution of this issue is critical to effective implemen-
tation of the CSP, EQIP and other important programs.

Trade Programs. The Market Access Program (MAP) and the Foreign Market De-
velopment (FMD) Program continue to be critical components of an effective cotton
trade policy. The combined investment of private and public funds, coupled with in-
dustry marketing expertise, results in innovative, forward-looking programs that le-
verage money into high impact campaigns and promotional efforts.

Unfortunately, funding under the FMD program, in particular, has not kept pace
in the last two years and needs to be strengthened. We also would encourage the
Committee to continue its support for a MAP program funded at its 1992 level of
$200 million.

We must continue to support and fully fund crucial U.S. export programs if we
are to fairly compete effectively in today’s global marketplace.

Maintaining the farm bill. Since its passage, the farm bill has come under contin-
ual attack from opponents, both in the U.S. and from other countries. We’ve all seen
the gross exaggerations and mischaracterizations across editorial pages. Most re-
cently, a new round of criticism has been leveled on the cotton program, in particu-
lar, and the farm bill, in general, based on press reports regarding the interim deci-
sion issued by a WTO panel on the Brazil/US cotton dispute.

If press reports are accurate, we find the panel’s initial rulings very concerning.
However, we are also encouraged by the strong statements of support by Chairman
Goodlatte and Ranking Member Stenholm along with Senate Agriculture Committee
Chairman Cochran and the Administration regarding the current farm bill. We
share this Committee’s view that the cotton program complies with our commit-
ments under the WTO and will continue to support the efforts of U.S. government
officials in defense of the program. We also realize that this is a marathon and not
a sprint, and several steps remain before a final decision will be rendered.

While we strongly disagree with this ruling as it has been reported, we fundamen-
tally understand the value of the WTO and the agreements that brought it to life.
We will fight this decision and its ramifications, but we will also work to ensure
that the U.S. cotton program complies with WTO disciplines. A rational, rules-based
international trading system is superior to the alternative. We will do our part,
working with this Committee and the Administration, to maintain an effective U.S.
cotton program that complies with WTO rules.

In closing, we urge Congress to preserve the current farm bill intact for the re-
mainder of its term. This will provide stability in production, financing and market-
ing and allow producers to react to market signals.
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We appreciate the opportunity to provide these comments.

STATEMENT OF KENNETH DIERSCHKE

Thank you for inviting the American Farm Bureau Federation to participate in
this review of the 2002 farm bill. I am Kenneth Dierschke, president of Texas Farm
Bureau and member of the American Farm Bureau Federation (AFBF) Board. I am
a cotton farmer from San Angelo, Texas.

Let me start by unequivocally stating that the farm bill is working. This mid-term
review conveys the committee’s commitment to agriculture and maintenance of the
current farm bill. AFBF appreciates your continued support and efforts to maintain
safe and stable agricultural and rural economies. The challenges with authorizing
and administering new programs, as well as restructuring old programs can be very
daunting. The Agriculture Department worked tirelessly to meet many of the dead-
lines established by Congress.

Unpredictable weather conditions and markets, uncertainties involved with inter-
national trade, the value of the dollar and variable input costs have produced turbu-
lent and difficult times for agriculture. The farm bill helps American farmers and
ranchers weather financial storms and it provides unprecedented funds for our Na-
tion’s conservation needs. This is the most environmentally conscious farm bill in
the history of our Nation’s agricultural policy. The nutritional needs of the poor, un-
derprivileged, senior citizens and children are also funded through this law.

When the committee began hearings to consider writing the current farm bill in
2000 and 2001, farm commodity prices were at historic lows and government spend-
ing for agriculture was high. What a difference two years makes in agriculture.
Farm prices have improved, but it is important to note that there are still numerous
states affected by multi-year droughts and all farms are affected by high input costs.

The Farm Security and Rural Investment Act (farm bill) has worked as intended.
A safety net is available to farmers and ranchers when commodity prices are low.
When prices rise, the law functions accordingly without additional funding from the
government via counter cyclical payments or loan deficiency payments. The Con-
gressional Budget Office (CBO) says the actual spending level for the bill is $15 bil-
lion less or 30 percent lower in the first three fiscal years than the CBO projection
when the bill became law. Farm Bureau anticipates outlays to be lower than origi-
nally expected in fiscal year 2005 given the lag in government payments and cur-
rent market prices.

PRICES AND COSTS

Producers of many commodities are receiving a much-needed income boost in farm
gate prices this year, however, higher prices for many commodities does not nec-
essarily mean farmers are getting rich. Total production expenditures for agri-
culture in 2004 are expected to be eight percent above 2002 levels, reaching $207.5
billion.

Farmers spent more than $2.6 billion in additional energy expenditures for 2003
than in 2002. World oil prices hit the $40 per barrel mark last week and set a 13-
year high. Oil analysts say prices are not likely to ease any time soon. Duane Smith,
a Montana State University economist says rising fuel costs could decrease farm
earnings 17 to 28 percent this year compared to last year.

While high grain prices are good for grain producers, they have significantly in-
creased feeding costs for livestock producers who must purchase grain to feed their
animals. Chris Hurt, Purdue University marketing specialist, predicts that based on
current futures prices for corn and soy meal and hog prices forecasts, losses could
average about $2 per live hundredweight over the next 12 months.

According to the Livestock Marketing Information Center, cattle feeders will post
losses well over $50 per head at least through August.

Prices of hot-rolled steel have risen 66 percent in the last 8 months to nearly $500
a ton.

In 2002, agriculture spent $6.5 billion on fuel. According to USDA, this year fuel
costs will grow to $8.4 billion, a 29 percent jump.

Overall, manufactured inputs are up 14 percent in 2004 compared to 2002.
Federal Reserve Board Chairman Greenspan recently testified that deflation has

diminished as a threat to the economy and U.S. banks are prepared to handle an
increase in interest rates. A survey of 55 economists finds a clear majority expect
the Federal Reserve to raise interest rates regularly beginning in June, with the
benchmark Federal funds rate rising from the current one percent to 3.5 percent
by December 2005.
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MID-TERM REVIEW

Mr. Chairman, I would like to stress four points relating to the farm bill.
1. The results of the ongoing Doha Round of trade negotiations in the World

Trade Organization (WTO), in particular the results agreed to on domestic support
commitments, must be known and taken into account before the farm community
and Congress make changes to the current bill or begin discussion of a new farm
bill. New international rules and disciplines on domestic support programs are cur-
rently being debated as part of the Doha Round. Farm Bureau strongly supports
these negotiations as a means to achieve greater harmonization of trade distorting
domestic subsidies, the eventual elimination of export subsidies and important new
market opportunities for U.S. agricultural products around the world. However, the
negotiations are moving slowly. It is clear that they cannot be concluded success-
fully before 2006 or perhaps even 2007.

As it relates to the WTO negotiations, there are two ways to approach the ques-
tion of when the farm bill should be altered.

One would be to make changes in the farm bill for domestic reasons and offer
those ‘‘reforms’’ as U.S. commitments in the trade negotiations. This approach puts
the cart before the horse. It modifies U.S. programs without full knowledge of the
obligations the United States would be expected to assume as part of an overall
WTO trade agreement. It also makes changes without knowing what kind of conces-
sions we are going to receive from our trading partners, particularly in the area of
market access. Our trading partners would infer that the United States is assuming
a ‘‘take it or leave it’’ negotiating position on domestic supports, thus weakening our
leverage in both domestic support and other areas of the agricultural talks. The only
other option would be a completely new farm bill would have to be written based
on the outcome of the negotiations. The result would be a failure to achieve our agri-
cultural objectives because our reforms fall short of WTO requirements or that our
domestic support program reforms are not fully or adequately compensated by for-
eign reduction commitments on domestic supports, export subsidies or market ac-
cess barriers.

The other approach would be to negotiate a WTO agreement that accomplishes
our objectives with respect to harmonization of domestic supports and then to mod-
ify our farm bill accordingly—and to the extent necessary—based on the final out-
come of the negotiations. This approach provides U.S. negotiators with stronger ne-
gotiating leverage and avoids the danger of having undertaken reforms that may
not help us achieve our objectives in the negotiations. We are simply not far enough
along in the negotiations to anticipate a likely WTO outcome and to make changes
to the farm bill that would likely require modification two years later.

The modalities for the negotiations on domestic supports need to be clearly de-
fined before it is reasonable to change the farm bill. Those modalities will provide
the specifics on what kind of cuts in domestic support will be required of WTO mem-
bers. Without the modality numbers, it will not likely be enough to simply reduce
program spending and assume that this alone would assure future U.S. compliance
with WTO domestic support commitments.

As you know, countries assumed commitments in the previous trade round (the
Uruguay Round) based on the extent to which their programs distort trade. Levels
of support were reduced and fixed for the most trade-distorting programs (under the
so-called Amber Box.) The U.S. limit for Amber Box spending is now $19.1 billion.
We do not know what the new U.S. limit will be or what type of programs may be
included in the Amber Box as a result of the Doha negotiations.

A second box the Blue Box was also established in the Uruguay Round that al-
lowed trade distorting support programs under certain production-limiting provi-
sions to be exempt from the amber box limits. At the end of the Uruguay Round
the United States operated such programs, but ended their use in the 1996 farm
bill. They were the old set-aside programs. While the United States has given up
the use of Blue Box, the European Union still makes heavy use of the exemption.
The United States is pressing for a revised Blue Box that would permit, but limit,
expenditures for certain less-trade-distorting programs such as our current counter-
cyclical payments. There is no way to know what the final outcome will be with re-
spect to Blue Box commitments.

The third box the Green Box covers non-trade-distorting programs such as the
school lunch program, food stamps, research and conservation programs. The Green
Box is not likely to be substantially changed in the trade negotiations, although
there may be some tightening of criteria for eligibility.

There is never a closed season when it comes to attacks on U.S. farm policy. Pure-
ly out of self-interest, other countries routinely criticize U.S. farm programs. AFBF
has been consistent in its support of true reform of the three pillars of world agricul-
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tural policy - export subsidies, market access and domestic support. But, Farm Bu-
reau will adamantly fight any attempt to unilaterally cut U.S. farm programs. Very
conservatively, it is estimated that each farm program dollar turns over three and
one-half times in our local communities. Production agriculture will continue to fuel
the economic engine that powers the bulk of rural America. The economic priming
effect of our farm programs provides a foundation on which an enhanced rural de-
velopment program can build. Without the farm program as a base, however, the
footings of any stand-alone rural development initiative would crumble.

2. Farm Bureau continues to be opposed to any changes in current farm bill pay-
ment limitations. Several amendments and bills have been offered to change this
provision since passage of the farm bill. One of the primary objectives of the farm
bill was to improve the financial safety net available to farmers and to eliminate
the need for annual emergency assistance packages. If limitations on benefits are
made more restrictive, a significant number of farmers would not benefit from the
improved safety net. Simply stated, payment limits bite hardest when commodity
prices are lowest.

Proponents of tighter, more restrictive limitations argue that farm programs
cause farmers to enlarge their operations and that a few are receiving most of the
benefits. Farmers expand in order to achieve economy of scale and to be competitive
in domestic and international markets. Randomly established limitations and in-
creased regulatory burdens do not promote efficiency or competitiveness, but they
do increase costs and increase the workload for USDA employees.

One of the most popular results of the last farm bill was that producers could
spend less time at their county Farm Service Agency (FSA) office and more time
managing their farming operations.— Farmers felt the government had stopped
micro-managing their business plans.— If payment limits were reduced, farmers
would be forced to go to their FSA office much more often. The introduction of pay-
ment limits causes economic distortions in production decisions and causes produc-
ers to seek ways to avoid the payment limits. Producers of farm program crops have
adjusted farm structures to the payment limitation system.

In addition, if row-crop producers were forced to reduce plantings due to tighter
payment limitations, acreage will likely switch to specialty crops. Increased produc-
tion could drastically impact specialty crop markets.

3. The farm bill provision that prohibits planting of fruits and vegetables on pro-
gram crop acres must be maintained and implemented with the same spirit with
which it was included in the farm bill. Several amendments and bills have been of-
fered to change this provision since passage of the bill. The provision was meant
to prevent fruit and vegetable producers—who receive no government benefits—
from having to compete on an un-level playing field with a program crop producer
who switches production due to a volatile fruit or vegetable market one year and
moves back into crops covered by farm programs the next year. While the provision
has not been changed directly, structural changes to farm program crops have great-
ly reduced the penalties for producers who choose to plant a fruit or vegetable crop
on base acres.

Any weakening of the prohibition would destabilize fruit and vegetable markets
that do not receive farm program benefits. What might seem like a small acreage
shift relative to the size of the national corn or soybean production could be dev-
astating to fruit and vegetable markets.

4. The Conservation Security Program (CSP) must be available to all producers,
implemented as a nationwide program that is workable, and funds must be appro-
priated to make it an effective conservation incentive program. Producers must re-
ceive assistance to help defray the cost of ongoing environmental improvements and
regulations. Conservation incentives preserve the rights of property owners and im-
prove the Nation’s environment. According to USDA, the $41 million budget for CSP
in FY04 will permit USDA to write only 3,000 to 5,000 contracts—out of an esti-
mated 1.8 million producers potentially eligible for the program.

The CSP proposed rule has added eligibility restrictions never anticipated by the
law. A new requirement to meet both soil and water quality criteria prior to partici-
pation in Tier I and Tier II adds new restrictions. This will severely limit eligibility
by anyone other than those who have already achieved what the program sought
to create. The CSP program should allow anyone to enter a Tier I contract, which
requires only the ‘‘adoption and maintenance of conservation practices that address
at least one identified resource problem on part of the agricultural operation″ or
Tier II contract, which requires the ‘‘adoption and maintenance of conservation prac-
tices that address at least one identified resource problem on all of the agricultural
operation.’’
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The watershed approach championed by Natural Resources Conservation Service
(NRCS) will give individual farmers and ranchers the opportunity to participate in
the program only once every eight years.

While we understand the initial reasoning for targeting watersheds, we contend
that CSP should be available to all agricultural producers, rather than in only a few
watersheds. Enactment of the 2004 Omnibus Appropriations removed funding limits
previously imposed on this program. The final rule should reflect that change and
must include extensive revisions to the budget-driven application, implementation
and eligibility requirements in the proposed regulation.

Overall, the proposed rule is too restrictive and provides too little financial incen-
tive for many farmers and ranchers to participate. We have encouraged NRCS to
change this proposal before the regulation is finalized. We recommended that NRCS
address the programs overall lack of clarity by finalizing a regulation that is easy
to understand and fosters participation.

The proposed rule restricts the practices eligible for reimbursement and provides
payment at a lower rate than those provided in Environmental Quality Incentive
Program and other USDA conservation programs. The benefit cost assessment re-
fers to a rate as low as five percent. This approach is counter-productive and will
make it difficult or impossible for many producers to afford to participate in CSP.

The statute clearly directs the Agriculture Secretary to establish a base payment.
Specifically it requires the secretary to determine ‘‘the average national per-acre
rental rate for specific land use during the 2001 crop year or another appropriate
rate for the 2001 crop year that ensures regional equity.’’ Congress made very clear
that it intended for the base stewardship payment to be based on rental rates and
the Statement of Managers specifically emphasized that ‘‘The Secretary shall not
provide a rate lower than the national average rental rate.’’

We are equally concerned about the proposed eligibility requirement that would
require the applicant to have control of the land for the life of the CSP contract.
Many rental arrangements in all areas of the country are on an annual basis. In
addition, annual contracts are currently more prominent with the annual signup re-
quirements for the current farm bill. While multi-year rental contracts do occur, it
is unlikely that a tenant could ensure that he would have control of the land for
a five to10 year period at the time of application. A requirement that the applicant
have control of the land for the entire contract period at the time of application will
severely limit the ability of commercial-size tenant producers to participate in this
program.

Finally, it is imperative that producers and Congress remember we are in the
middle of the WTO Doha Round. We know that the outcome of those negotiations
will likely reduce Amber Box trade-distorting supports and that Green Box non-
trade-distorting supports are far less likely to be capped. Some of the support pro-
vided this program from Farm Bureau members comes from our hope to balance our
domestic support programs and our potential international obligations. Voluntary
conservation programs like CSP that provide direct payments and comply with the
WTO Green Box requirements are likely to be an important part of future U.S. farm
policy.

In conclusion, midstream changes in the farm bill would be devastating not only
to farmers and ranchers but the rural economy as well. Many farmers made market-
ing and planting decisions for five years based on the programs passed in 2002. The
farm bill is working. We will continue to work with Congress to maintain the cur-
rent programs and funding to fully support and administer this farm bill.

STATEMENT OF BART RUTH

Good morning, Mr. Chairman and Members of the Subcommittee. I am Bart Ruth,
a soybean and corn farmer from Rising City, Nebraska. I am a past president of
the American Soybean Association, which represents 25,000 producer members on
national issues of importance to all U.S. soybean farmers. ASA appreciates the op-
portunity to appear before you today.

THE NEED FOR CONSISTENCY IN FARM PROGRAM SUPPORT

We commend you, Mr. Chairman, for holding this mid-term review of the 2002
farm bill. Experience suggests that conditions two years into omnibus farm legisla-
tion are rarely those anticipated when these bills are enacted. Recall that when
Congress passed the Freedom to Farm Act in 1996, prices for most program crops
were relatively high, and the prevailing thinking was that U.S. farmers could tran-
sition away from income support. Two years later, we were facing historic low
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prices, and Congress had to resort to annual supplemental AMTA payments. In
2002, these ad hoc payments were incorporated into the counter-cyclical income sup-
port program. And now, only two years later, prices for soybeans and some other
program crops are even higher than in the mid–1990’s, and counter-cyclical pay-
ments have been made only to cotton and rice producers.

My purpose in mentioning these disparities between farm policy and conditions
in the farm economy is not to be critical, Mr. Chairman. As we consider where we
are today, it is important to recognize the volatile impact various factors can have
on agriculture. Shifts in production due to weather or planting decisions, disease,
world demand, competition, and other conditions can change our economic landscape
in a matter of months, let alone years. Policymakers must take these realities into
account when considering decisions that could affect the viability of production agri-
culture.

Regarding the development of the 2002 farm bill, we all recall that, as a result
of low prices, budget projections in early 2001 indicated that the agriculture base-
line would be inadequate to maintain income support levels at prevailing levels. As
a result, Congress added $78.5 billion in budget authority to the baseline over 10
years—a decision widely criticized then and now by non-farm constituencies.

In reality, because of higher prices than projected by CBO, spending under the
2002 farm bill has been considerably less than expected. And the decline in cost is
continuing. CBO’s most recent forecast for farm spending in FY–2004 and FY–2005
is almost $10 billion less than its August 2003 forecast, and $11.6 billion less than
CBO projected for these two years when the farm bill was enacted. However, this
does not mean that the safety net should not have been put in place, or that it may
not be needed during the remaining years of this Act.

Proposals to reduce the agriculture baseline through reconciliation in FY–2006
and future years are not consistent with long-term commitment to protecting farm
income represented by omnibus farm legislation. These programs are as important
in ensuring the viability of family farmers as other entitlement programs are in pro-
viding a safety net for other vulnerable groups. Soybean farmers and others have
based long-term economic plans on the assumption that the farm programs enacted
in the 2002 farm bill will remain in place through the 2007 crops. To arbitrarily
cut support levels would be to violate this compact and place producers at risk.

SOYBEANS AND THE 2002 FARM BILL

I would now like to comment on how soybeans have fared under the 2002 farm
bill. At the time of enactment, domestic and foreign demand for soy protein and soy-
bean oil were rising rapidly, and ASA wanted to ensure that our producers would
share in the growth of these markets. As the bill began to take shape, we expressed
strong concern that support levels for other program crops could be set at levels that
would attract acres from soybean production in years when the farm program is a
factor in planting decisions.

As we feared, plantings for 2003 crops indicated a two percent decline in soybean
acres, despite improvement in prices and exports. Combined with last year’s short
crop and continuing growth in world demand, this reduction in plantings is respon-
sible for the $10 plus soybean prices we have had this Spring. And as a result of
these factors, soybean planting intentions for 2004 have recovered to 2002 levels.
However, we continue to be concerned that soybean acres will again decline if the
farm program becomes a factor in planting decisions.

In this regard, we would suggest that the counter-cyclical income support pro-
gram, despite being decoupled from current-year production, may still influence
planting decisions in advance of the next farm bill. As you know, Congress used a
recent three-year period in determining program crop payment acres for the 2002
farm bill. Many farmers will assume this practice will be used again as they make
their planting decisions in the next two years.

As an alternative to base-coupled programs, and recognizing the trend toward
truly green box support in the WTO negotiations, ASA has been looking at moving
to fully decoupled payments. A study by DTB Associates indicates that, while acre-
age shifts would not be particularly pronounced for any crop, this approach would
result in a slight increase in soybean plantings. ASA looks forward to working with
the Subcommittee and the full Agriculture Committee in examining this and other
options as we approach deliberations on new farm legislation.

OTHER PROVISIONS OF THE 2002 ACT

I would now like to comment on other provisions of the 2002 farm bill that are
important to soybean producers.
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Conservation Security Program (CSP). ASA has long supported development of
programs providing incentives to producers who practice good conservation. The
Conservation Security Program (CSP) was designed to provide producers with incen-
tives to manage working lands for ecological benefits. Authorized in the 2002 farm
bill, but not yet implemented, this program is designed to set sustainable farming
goals that give producers flexibility.

However, we now face the implementation phase, and some have voiced concerns
that payments may not be adequate, and that producers may be excluded who
would otherwise qualify under the intent of the legislation. If implemented as Con-
gress intended, CSP will function properly, and ASA members will benefit from this
new and innovative program. ASA has submitted comments to USDA making their
concerns known.

CCC Bioenergy Program. The CCC Bioenergy Program is critical to building new
biodiesel facilities because it allows more affordable purchases of inputs by start-
up companies. This program has energized the biodiesel industry, helping it transi-
tion from research and development to a commercialization phase. We estimate if
appropriations match the authorization level of $150 million, more than a dozen
new biodiesel production facilities could be constructed throughout the country over
the next 24 months.

Bio-Based Initiatives and Section 9002. Section 9002 of the farm bill calls upon
USDA to prepare guidelines for use and procurement of bio-based products by our
government. USDA is to designate bio-based products for agencies to purchase, and
provide recommendations for products with bio-based content; types of items would
include cleaning fluids, washing soaps and soy-based fuels, like biodiesel. We are
hopeful USDA will advance this program as Congress intended so it will benefit our
farmers, rural communities, and the environment.

FMD and MAP. The Foreign Market Development (FMD) program and the Mar-
ket Access Program (MAP) received increased funding in the 2002 farm bill. ASA
is pleased that FMD is now consistently receiving annual funding at the authorized
level of $34.5 million. Under the farm bill, funding for MAP is scheduled to increase
to $140 million by FY–2005, up from $125 million this year. However, the Presi-
dent’s budget for FY–2005 does not include this increase. We are concerned that
MAP may not be funded adequately at a time when we are facing tough competition
from South America, forcing us to forego marketing opportunities around the world.

Food Aid Programs. The 2002 farm bill attempted to provide a consistent and reli-
able humanitarian assistance mechanism that would continue the U.S. commitment
to feed the world’s poorest people. However, in the last two years, non-emergency
funding for food aid programs has been rapidly shrinking. Our largest food aid pro-
gram, P.L. 480 Title II, requires that 1,875,000 metric tons of food aid be provided
each year to reduce chronic hunger. The FY–2004 appropriations bill supported this
requirement, stating that the 1,875,000 metric ton non-emergency requirement
should be met. Nevertheless, only 1,000,000 metric tons of food aid has been actu-
ally used for non-emergency programs this fiscal year.

The 2002 farm bill authorized funding for the McGovern-Dole International Food
for Education and Child Nutrition program at $100 million for FY–2003, with future
years to receive appropriations of ‘‘such sums as necessary.’’ However, funding in
FY–2004 has fallen to $50 million, and the President’s budget request for FY–2005
is for $75 million. These sums are below needed levels, and will result in preventing
two million children from receiving one meal a day at school.

This continuing decline in food aid support is impacting efforts to address the
HIV/AIDS crisis as well as chronic hunger and malnutrition. While it is important
to maintain funding for emergency programs which provide food in the event of nat-
ural disasters or war, non-emergency funding for food that helps prolong life and
productivity is essential if we are to assist those suffering from AIDS.

Crop Insurance and the Farm Program. One of the questions the Subcommittee
asked us to address is whether crop insurance should be incorporated into omnibus
farm legislation, since it plays an important role in supporting farm income. Our
initial reaction is no. While crop insurance is the government’s primary risk man-
agement tool, it is quite different from other farm programs. First, the Federal crop
insurance program is not an entitlement, and many soybean farmers choose not to
buy it. Additionally, this program is at least as complicated as farm bill programs—
we would note that action on the Agricultural Risk Protection Act of 2000 took well
over a year. Combining two large, highly technical pieces of legislation into one
would make oversight and reauthorization of these programs all the more difficult.

Additionally, we are concerned about adding to the rising budget pressure on om-
nibus farm legislation if the Federal crop insurance program were added to the over-
all cost. For those non-farm constituencies who are quick to criticize agriculture
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spending, combining the two most expensive pieces of farm support legislation into
one bill would offer an irresistible target.

Other Key Issues Facing Soybean Producers. In closing, Mr. Chairman, I would
mention that ASA has been preoccupied in the last two years with several major
issues that fall outside the scope of the 2002 farm bill. These include promoting bio-
diesel use through enactment of a tax incentive in the FSC/ETI bill, the highway
transportation bill, or the energy bill, all currently awaiting Congressional action.
We appreciate your support for this initiative, Mr. Chairman, and that of other
Members of the Subcommittee.

Second, we are trying to find ways to compete with the rise in Brazil’s soybean
production and exports of soybeans and soybean and livestock products. We have
asked our trade negotiators to ensure that developing countries that are also world-
class agricultural exporters are subject to the same disciplines as developed coun-
tries in the current WTO trade talks.

Third, we are working to prevent the European Union and other countries from
restricting access to their markets for U.S. biotech crops, including soybeans,
through process-based labeling and onerous traceability regulations. We have asked
the Administration to confront the EU’s new T&L regulation by bringing a dispute
settlement case before the WTO.

Finally, ASA is actively engaged with USDA and other Federal agencies in con-
fronting the threat of soybean rust. We are working with APHIS to ensure that pro-
tocols are in place that will prevent accidental introduction of rust through imports.
We are also looking at ways to ensure adequate supplies of fungicides are available
in the event of a rust outbreak. And we are supporting research through ARS that
can develop soybean varieties that are resistant or tolerant to rust.

We appreciate your support, Mr. Chairman, and the support of your colleagues,
for ASA’s ongoing efforts in these various areas, and look forward to continuing to
work with you. Thank you again for the opportunity to appear today. I will be happy
to respond to any questions.

STATEMENT OF BRYAN MOERY

Mr. Chairman and members of the Committee, my name is Bryan Moery. I am
a rice and soybean farmer from Wynne, Arkansas. I currently serve on the Board
of Directors of the USA Rice Producers’ Group, a charter member of the USA Rice
Federation. The USA Rice Federation also includes the USA Rice Council and the
USA Rice Millers Association. Mr. Dan Gertson, a rice farmer from Lissie, Texas,
accompanies me today. Mr. Gertson currently serves as the vice chairman of the U
S Rice Producers Association.

I am pleased to appear before the Committee today on behalf of the entire rice
industry. My testimony represents the consensus position of these organizations
with respect to legislation addressing our domestic agricultural commodity pro-
grams. On a personal note, I will share with you how excited and honored I am to
testify before the Congress for the first time.

BACKGROUND

Rice production and marketing is a multi-billion dollar activity in the United
States. Primarily produced on over 3 million acres in six states, rice accounts for
$1.4 billion in farm revenues. Rice production declined modestly in the mid–1980’s,
but grew sharply in the 1990’s, from 156.1 million hundredweight in 1990 to an esti-
mated 191.1 million hundredweight in 2000, an increase of more than 22 percent
over the decade.

Rice production in 2004 is forecast to be a record 217.5 million hundredweight.
Expected planted acreage of 3.26 million acres would be 8 percent greater than in
2003, based on increased plantings expected in all of the rice producing States ex-
cept Mississippi.

U.S. rice production provides a versatile, nutritious food product for people here
in the United States and around the world. Milled rice provides consumers with a
ready food product that has a long, stable shelf life. While the United States pro-
duces the highest quality rice in the world, a family of four can prepare rice for din-
ner at a cost of less than 18 cents. Rice is used in everything from baby formulas
to beer, and in a wide variety of ethnic cuisines enjoyed by many Americans.

Rice hulls and other co-products are being used in a number of innovative applica-
tions in building materials and to provide energy. Winter-flooded rice fields provide
important habitats for migratory waterfowl and other species.Rice is a capital inten-
sive and expensive crop to produce because of its requirement for extensive irriga-
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tion. Approximately one-half of the U.S. rice crop is exported each year, with the
balance consumed in the United States. In addition, imported rice accounts for
about 12 percent of U.S. rice consumption. These imports are primarily made up of
specialized varieties of rice that are not widely produced in the United States. How-
ever, agricultural research is beginning to make available to U.S. farmers varieties
designed to be grown in the United States to compete with these imports.

While the United States is currently the third largest exporter of rice in the
world, our share of world export trade has declined continuously over the past
twelve years. In 1986 the United States accounted for nearly 30 percent of world
exports of rice. This year, the Department of Agriculture projects that U.S. rice will
account for only 15 percent of world rice exports. The world’s primary exporter of
rice is Thailand. Other major exporting countries include Pakistan, India, and Viet-
nam. The United States competes with these and other countries in the world mar-
ket. World rice export market share is a critical issue for the U.S. rice industry be-
cause we depend on the world market to sell such a large part of our annual produc-
tion.

Increased global competition places the U.S. rice producer at the mercy of a vola-
tile marketplace. Unlike the price for U.S. produced wheat and feed grains, the price
for milled rice traded on the world market is determined in large part by our Asian
competitors. The 2002 Farm Bill helps U.S. rice producers to survive the uncertain-
ties that are a result of being dependent on a global marketplace.

THE FARM SAFETY NET: PROTECTING PRODUCER INCOME AND MORE THAN $10
BILLION UNDER BUDGET

During the development and consideration of the 2002 Farm Bill, U.S. agriculture
in general, and rice producers in particular, faced continued low prices and declining
income. In our testimony before this Committee on March 21, 2001 we expressed
concern that rice farmers would not cash flow for lending purposes without addi-
tional support from the Federal Government. Congress averted this potential crisis
by passing the Farm Security and Rural Investment Act of 2002 (2002 Farm Bill).
We commend this Committee and the Congress for its strong support of U.S. rice
producers in approving the 2002 Farm Bill. We are pleased to report that in rice
country, the Farm Bill is working as it should by providing an important financial
safety net during periods of low prices, such as the 2002/2003 crop year. When
prices improve, as they have in 2004, the Farm Bill supports are reduced automati-
cally through the counter-cyclical nature of the program. As a result, the 2002 Farm
Bill has given producers hope that a strong agriculture economy may emerge that
will allow producers to make long term plans and investments with the certainty
that is needed to compete in an increasingly global economy.Without the support of
the 2002 Farm Bill, rice farmers in the U.S. would face an uncertain future. We
encourage Congress to honor the commitments made to producers with its passage
of the 2002 Farm Bill, and leave in place for the life of the Farm Bill the safety
net that is so important to a stable agriculture economy.

In addition to being necessary and effective, the 2002 Farm Bill has proven to be
budget conscious. According to figures recently released by the Congressional Budg-
et Office, outlays for Farm and Conservation programs under the 2002 Farm Bill
are forecast to be more than $5 billion below the initial CBO estimates for BOTH
Fiscal Years 2004 and 2005.

Congress reduced Farm Bill mandatory program funding by an additional $406
million in Fiscal Year 2004 through reductions in mandatory Farm Bill programs
made during the appropriations process. It is clear that while the 108th Congress
has not enacted broad based budget reconciliation legislation, our Farm Bill pro-
grams have already reduced real expected outlays by more than $5.5 billion. For fis-
cal year 2005, CBO estimates that the Farm Bill commodity and conservation pro-
gram spending will fall by over $5 billion below earlier projections. Despite these
savings, the President’s Budget proposes to slash an additional $660 million out of
mandatory Farm Bill programs.

We appreciate that this Committee recognizes the major contributions that the
current Farm Bill has automatically made to spending reductions as farm prices
have improved. But we must also urge you to oppose further reductions in the farm
safety net through reductions in Farm Bill mandatory spending. We also urge you
to oppose amendments that will change the basic structure or operation of our farm
programs. After a long implementation period, our current farm bill is beginning to
work in earnest, and doing its job well. Please do not upset the delicate balance of
the farm programs by changing the rules of the game on producers in the midst of
the six-year program.
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We would also like to take this opportunity to share with the Committee some
of the economics of rice farming. Rice farming involves some of the highest costs of
production of any of the farm program commodities. From laser land leveling to the
building of irrigation dikes and levees, rice farming demands investments of capital
and management that are unique in their complexity and magnitude.

The biggest risk to rice farmers comes from price fluctuations and the status of
export markets, not from weather related losses of the type covered by crop insur-
ance. This is because rice producers essentially self-insure through the investment
of funds to manage the irrigation necessary in rice production. As a result, rice
yields fluctuate very little over time, as producers adjust their irrigation and other
management tools to the needs of the day. Floods or excessive moisture can usually
be managed without great harm to a rice crop. Likewise, droughts can be mitigated
with the addition of irrigation water.

As a result, rice producers are more dependent on the Farm Bill commodity pro-
gram than are the producers of many other program crops.

PAYMENT LIMITATIONS

A matter that was thoroughly debated during consideration of the 2002 Farm Bill
was the issue of payment limitations on farm programs. During development of the
bill there was extensive media coverage on NBA basketball stars and media moguls
receiving government farm program assistance. Farm Bill crafters addressed this
issue by including a new adjusted gross income means test that prevents large cor-
porations or those deriving substantial income off the farm from receiving Farm Bill
assistance.

Unfortunately, there are those who wish to revisit this thoroughly debated issue.
They seek to further reduce payments to some family farmers in a misguided effort
to benefit what they believe are more important priorities. This continues to cause
uncertainty across the agriculture community.

We urge Congress to heed the advice of the Commission on Payment Limitations
that was appointed as required by the 2002 Farm Bill. This Commission was formed
for the sole purpose of reviewing farm program payment limit provisions and rec-
ommending any needed changes. After months of extensive hearings and review the
Commission determined that no modifications were warranted during the life of this
Farm Bill. The rice industry agrees with this recommendation and urges Congress
to honor its commitment to our producers made in the 2002 farm Bill, and to oppose
further restrictions on payment limitations.

CONSERVATION

The 2002 Farm Bill represented the single most significant commitment of re-
sources toward conservation on private lands in the nation’s history. The rice indus-
try is proud of its contribution towards a better environment and appreciates the
resources that Congress provided through the Environmental Quality Incentives
Program (EQIP), Wetland Reserve Program (WRP), Conservation Reserve Program
(CRP), and the Wildlife Habitat Incentives Program (WHIP), as well as others, in-
cluding the new Conservation Security Program (CSP).

We remain excited about the potential for the CSP program and feel that many
rice producers deserve rewards for their ongoing environmental stewardship. Rice
producers have a rich history of addressing multiple resources of concern. In the
course of maintaining an aquatic crop, many rice practices conserve soil, assist in
water quality objectives and provide critical habitat for hundreds of wetland-depend-
ant species. Considering these contributions, and other beneficial practices suitable
for rice production, we have supported the development of working lands conserva-
tion programs that recognize the environmental benefits that can be achieved on
productive agricultural lands. While the proposed CSP is not as extensive as we had
hoped, we stand ready to work with you to make this program a long-term success.

Unfortunately, most of our producer members are concerned that the CSP pro-
gram, in the proposed form, will not be accessible to them in the foreseeable future.
One primary concern to our producers is the definition of an agriculture operation
in the proposed rule. The proposed requirement that a contract application must in-
clude all lands that a producer has under ‘‘cohesive management’’, and the require-
ment that an applicant must have control of the land for the life of the contract,
will likely prove to be challenging, especially when applied to diverse operations. We
encourage consistency of farm definitions between farm programs and conservation
programs administered by USDA. We urge that such key conservation program defi-
nitions and designs be formulated and administered consistent with the definitions
and administration of similar terms and issues for the farm programs consistent
with the 2002 Farm Bill.
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NUTRITION AND FOOD AID

The rice industry is also proud of its contribution toward meeting humanitarian
needs worldwide through food aid and nutrition programs authorized in the 2002
Farm Bill. Unfortunately, the appropriations process annually reduces the amount
of funding for many of these programs despite the amounts authorized by this Com-
mittee. We urge Congress to fully fund these programs at the authorized amounts
in order to better address domestic and worldwide hunger.

WTO NEGOTIATIONS

We would also urge the Congress to maintain an adequate farm safety net for
U.S. producers in the face of trade negotiations and dispute resolutions pending in
the World Trade Organization. Many rice producers are understandably growing
skeptical of the benefits of ‘‘free trade’’. Discussions in the WTO about moving to-
ward the reduction of domestic farm program supports makes rice producers very
apprehensive. Administration negotiators will have to show real, measurable
progress in bringing home market access gains before our producers and processors
can seriously consider any reduction in U.S. programs.

In this regard, we salute the intent expressed by many Members of this Commit-
tee and the administration to appeal the expected adverse WTO panel report on the
Brazilian challenge to U.S. agriculture programs. A strong U.S. defense of the con-
sistency of U.S. farm and export financing programs with our country’s WTO com-
mitments is critical to maintaining support in the countryside for trade negotiations.

The 2002 Farm Bill is a vital safety net to rice farmers and our industry appre-
ciates the commitment Congress has made to ensure a sustained domestic food sup-
ply. We urge the Committee to avoid future cuts to the support levels embodied in
the legislation and pledge our assistance in meeting this challenge.

Again, on behalf of the nation’s rice producers, I want to thank you and the Mem-
bers of the Committee for your interest in these important issues, and for the oppor-
tunity to testify. Mr. Gertson and I would be glad to answer any questions that you
may have.

STATEMENT OF DAVID J. FREDERICKSON

Chairman Moran, Ranking Member Peterson, members of the subcommittee, on
behalf of the farmer and rancher members of the National Farmers Union, I am
pleased to participate in this oversight hearing to provide our views on the Farm
Security and Rural Investment Act (FSRIA). Although I am going to limit my com-
ments to portions of four of the ten farm bill titles, I recognize that each provision
of the farm bill requires effective oversight.

In short, I think I would use the title of the Clint Eastwood film, ‘‘The Good, The
Bad and The Ugly’’ to describe our opinion of the 2002 farm bill. This view is not
so much based on what was included or excluded in the legislation two years ago,
but is more directly related to the implementation, modifications and questions
about the future of our farm policy vis-a-vis other considerations.

The FSRIA, signed into law 2 years ago, represented the culmination of months
of challenging, and in some cases contentious, work on the part of Congress and
many others with an interest in farm policy. While it is not the farm bill the NFU
proposed, we supported its adoption as representing a reasonable and balanced com-
promise among the many issues and interests that needed to be addressed.

In particular this farm bill provided the only viable opportunity at the time to re-
establish a portion of the funding baseline that agriculture had lost over the pre-
vious two decades while at the same time resulting in a lower level of projected ex-
penditures over 10 years than occurred under the 1996 farm bill when the multi-
year ad hoc payments to producers that were required to sustain producer incomes
are included. It also partially corrected some of the failings of Freedom-To-Farm, by
shifting a greater proportion of the economic safety net to counter-cyclical programs
and addressing a number of other important priorities for production agriculture,
rural communities and our nation in general.

COMMODITY PROGRAMS

The 2002 farm bill made substantial changes in the operation of the commodity
programs by enhancing and expanding the availability of counter-cyclical types of
support, through marketing loans and target prices, while maintaining a direct, de-
coupled payment program. For many commodities the loan rates were increased for
the first time in decades and new crops became eligible for marketing loans. After
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a fair amount of controversy over the USDA’s interpretation of the law and its proc-
ess for establishing loan rates for various commodities and regions, the program
now seems to be running fairly smoothly.

The peanut program was greatly modified to ‘‘buy out’’ marketing quotas and es-
tablish a safety net that is similar to that available for other major field crops. I
believe there is still concern among many peanut producers about the cost, equity
and future economic stability this program will afford compared to the traditional
peanut program. Since the 2002 farm bill was passed, producer peanut prices have
declined compared to the 2001 marketing year by 20 percent while payments under
the peanut program have risen substantially. A high percentage of those payments,
however are made to historic quota holders who may or may not be producers. In
addition, while producer prices have declined, the retail price of peanut containing
products has not.

The sugar program, which NFU supports, has been widely backed throughout the
production and processing sectors of that industry and was retained. It has gen-
erally operated on a no net cost basis. Unfortunately, the rush to adopt free trade
agreements with a number of surplus sugar exporting nations poses a real threat
to the viability of our domestic sugar industry and this program.

Dairy producers were provided a new, targeted counter-cyclical payment program
to help offset the devastating impact of prolonged periods of low milk prices in addi-
tion to an extension of the traditional price support mechanism. The authorization
for the Milk Income Loss Compensation program is due to expire in the fall of 2005.
While dairy prices appear to have turned around, at least in the short run, we be-
lieve it imperative that the committee begin to consider how best to address the
market instability within the dairy production industry that results from a combina-
tion of domestic market considerations as well as the impact of dairy product im-
ports that are increasingly displacing domestic production in our own market. Fur-
thermore, the committee should continue to monitor USDA actions related to the
operation of the $9.90 per hundredweight price support program to ensure its pur-
chase prices for manufactured products satisfy its obligation to maintain the farm
gate price of milk as directed in the farm bill. In undertaking these responsibilities,
the committee should direct USDA to complete the examination of the effects of na-
tional dairy policy on farm price stability, profitability and rural economies, its im-
pact on Federal nutrition programs and the relationship between the policies and
fluid milk cost and utilization.

In general, we believe the commodity title of the farm bill is functioning reason-
ably well. It is in fact responsible for billions of dollars in reduced outlays for agri-
cultural programs compared to projections at the time the legislation was passed as
a result of the policy shift from direct payments to enhanced counter-cyclical pro-
grams coupled with improved commodity prices.

CONSERVATION

The 2002 farm bill authorized a substantial increase in funding for the expansion
of conservation programs, including the approval of a new conservation incentive
program for working lands. We supported these efforts, but are now concerned that
USDA is ‘‘dragging its feet’’ through the implementation process as evidenced by the
controversy over funding for technical assistance, development of regulations to im-
plement the Conservation Security Program (CSP) and the continued backlog of pro-
gram applications that are not being processed and approved in a timely manner.

In particular, the CSP regulations being proposed by USDA appear to be contrary
to the intent of Congress by establishing a very limited and restrictive watershed
approach to a program that was intended to provide incentives for the application
of a broad range of conservation practices.

RURAL DEVELOPMENT

The farm bill included a wide spectrum of programs and funding authorizations
to encourage and enhance rural development and address the backlog of demand for
various programs. These encompassed strategic planning, communications tech-
nology, water and waste water projects, training for rural emergency personnel and
support for value added market development initiatives.

The NFU was supportive of the provisions contained in the legislation. However,
we are concerned that many programs are suffering from a lack of coordination
within USDA, among other agencies and the private sector with regard to the man-
agement of various resources to reduce duplication, maximize opportunities, encour-
age well constructed proposals and support the creation of synergies within projects
that are targeted to similar development issues.
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Furthermore inadequate funding levels and the management of the application
process for many of the development loans and grants are reducing the ability of
the programs to achieve their objectives.

For many of the grant programs, the timeframe from the date a Notice of Funding
Availability (NOFA) is published until the proposals must be submitted has been
sixty days or less. For many project developers and/or communities the matching
funds required to obtain the range of grants available within the rural development
programs as well as project and business plan development funds are difficult to se-
cure and increasingly involve arrangements among multiple parties. Because of
these circumstances, many worthwhile proposals fail to meet the NOFA require-
ments and therefore go unfunded. This system tends to disproportionately advan-
tage those who develop internal grant submission expertise compared to those who
may actually develop the most sound and innovative projects.

The proposal development and funding issues are particularly acute for the Value-
Added Producer Grant Program where the legislation authorized $40 million per
year but only $28.7 million was awarded in 2003 and only $15 million is available
this fiscal year. This is resulting in a substantial back-log of proposals, not with-
standing the issue of timeliness in the grant proposal process and is restricting the
country’s ability to address the rural development challenges as envisioned by the
supporters of the legislation.

MISCELLANEOUS

Country Of Origin Labeling. After intense negotiation and compromise, the 2002
farm bill authorized the USDA to promulgate regulations to implement a two-year
period for voluntary country of origin labeling (COOL) for beef, pork, lamb, fruits,
vegetables, seafood and peanuts. The legislation required that by September 30,
2004, the voluntary program would be replaced by mandatory labeling for the enu-
merated commodities. After poorly disguised actions on the part of the administra-
tion and USDA to discredit the provisions of the law, Congress reneged on its com-
mitment to agricultural producers and consumers alike by prohibiting the use of ap-
propriated funds to implement the law for two years. It is clear to everyone that
this represents an effort by those who oppose COOL to make the law more vulner-
able to full repeal rather than provide an opportunity to improve the provisions con-
tained in the farm bill.

As we engage in more free trade negotiations that will further open our borders
to imports, confront a broad range of food safety and biosecurity issues and consider
the implementation of a national animal identification system, it is even more criti-
cal that producers have this simple tool available to differentiate their products
from those which are imported and that consumers be provided additional informa-
tion regarding the origin of food products.

We urge Congress to reverse its decision and restore both the funding and com-
mitment to the implementation of an effective and efficient mandatory country of
origin labeling program.

Disaster Assistance. While the farm bill has substantially reduced the potential
need for economic assistance related to depressed market prices by strengthening
the economic safety net for producers, it failed to address the needs of producers
who suffer production losses as a result of drought, flood, disease and other weather
related causes or provide a long term solution to these production loss problems for
which the existing crop insurance program is inadequate.

Since the comprehensive, ad hoc disaster assistance provided for production losses
sustained in the 2000 crop year, the administration has opposed emergency help for
producers unless its costs were offset by reductions in other agricultural program
functions. In January of 2003, Congress was able to advance a very modest disaster
assistance program as part of the appropriations process only by taking money from
other programs. For many producers who suffered weather related losses, this
amounted to Washington taking money from one pocket, the CSP and other impor-
tant programs, and putting it another as limited disaster assistance, while claiming
economic help had been provided.

While we recognize the budget situation has made it difficult to support additional
spending for all domestic programs, we also believe we need to exhibit a similar
level of compassion and understanding for those who have suffered weather related
farm losses just like we do for individuals and families who must cope with other
types of disasters. In addition, we should recognize that a portion of the reduction
in the cost of the farm program has been the result of higher commodity prices due
to the production losses suffered by U.S. farmers and ranchers.

Congressman Rehberg and others on the committee have suggested some specific
actions that would provide partial relief to these producers, and we fully support
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those efforts. In addition to these ideas, we encourage Congress to take action this
year to provide additional emergency assistance to those crop and livestock produc-
ers who have sustained weather related losses for which compensation was not pro-
vided, in each of the 2001 through 2004 production years. Without such help, not
only will many more farmers and ranchers be placed in an untenable economic posi-
tion, but the impact on main street businesses and the quality of life in many rural
communities will further deteriorate.

Furthermore, we hope Congress will give attention to devising a more predictable
and sustainable approach to addressing future production disasters, including those
that are multi-year in nature.

We are concerned that the current improvement in producer commodity prices
may be taken for granted as it was in 1996. First, we must recognize that even with
the improvements to the safety net and other programs provided in 2002, the effec-
tive safety net continues to represent but a fraction of a producer’s total economic
cost of production, and those costs are continuing to rise, while commodity prices
will remain subject to great volatility.

Second, the growing Federal budget deficit and efforts by some to further reduce
taxes, including a substantial loss of revenue if the estate tax is repealed, are likely
to further pressure domestic spending. The history of budget reconciliation suggests
that agriculture will be asked to contribute a disproportionate share of any cuts in
domestic programs which will further divide those with a genuine and legitimate
interest in enhancing the economic opportunities in rural America.

Third, the ongoing multilateral and free trade negotiations, particularly in light
of the expected dispute panel decision on the U.S. cotton program, suggest we must
be even more vigilant in maintaining our ability to design, fund and defend ade-
quate and effective agricultural policies.

We encourage the House and Senate Agriculture Committees to continue to mon-
itor the implementation of the farm bill to help ensure the commitments which al-
lowed this important legislation to become law are fulfilled in a timely and efficient
manner.

Mr. Chairman, thank you for providing this forum to discuss the status of the
Farm Security and Rural Investment Act of 2002. I will be pleased to respond to
any questions you or your colleagues may have.
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STATEMENT OF DEE VAUGHAN

Good morning. Mr. Chairman, Members of the Committee, I appreciate the oppor-
tunity to appear before you this morning on behalf of the National Corn Growers
Association (NCGA). I am Dee Vaughan, a corn, soybean, sorghum, and wheat pro-
ducer from Dumas, Texas and am currently serving as President of NCGA.

Today, for a variety of factors, corn growers throughout the United States find
themselves in a much more favorable commodity market than just two years ago;
a stronger livestock industry, tremendous growth in ethanol production, increases
in exports, and record production to meet increasing demand. Season average corn
prices are projected to range $2.55 to $2.95 per bushel compared to $2.45 - $2.55
last year. Needless to say, it is a welcome and long overdue development. Although
NCGA remains very concerned about the impact of chronic drought conditions in the
western region of the Corn Belt and export opportunities for U.S. cattlemen, this
year’s accelerated planting season, overall, appears to have set the stage for another
strong year for the corn industry.

According to the March 2004 Baseline Report prepared by the Food and Agri-
culture Policy and Research Institute, the per-acre market value of U.S. corn pro-
duction has increased for the fourth straight year in 2003/04. Recent projections for
the 2004/05 crop years from the Economic Research Service indicate an increase of
800,000 acres in harvested area to 71.9 million acres. With an estimated 84 percent
of the corn crop planted as of May 9, 2004, growers have far exceeded the 5 year
average planting pace of 63 percent for this time of the year. These figures clearly
reflect farmers’ response to the markets. Total corn utilization is expected to climb
by 100 million bushels to a record level of 10,505 million bushels. Most of the in-
crease is due to the growth in the food, seed, and industrial use. Corn for the pro-
duction of ethanol, though, is the major driver behind this year’s increase. Following
a 20 percent gain in ethanol production in 2003–04, the ERS is now projecting an
increase of 9 percent. Producers have responded to the strong market demand by
investing in new ethanol plants to expand the capacity of the industry. It should
also be noted that state incentives and the Federal bioenergy program have been
critical to this success story.

The outlook for corn production and prices is certainly encouraging but, corn
growers and other producers continue to face a number of serious challenges and
their share of uncertainty in the marketplace. In addition to significant increase
costs for seed and pesticides, escalating energy prices are eroding the already slim
profit margins for family farm operations through higher costs for critical inputs
such as natural gas to operate irrigation equipment and diesel fuel to operate essen-
tial farm equipment. Just last year, the entire farm sector experienced a 30.8 per-
cent increase in fuel expenses.

NCGA is particularly concerned by the 68 percent rise in the price of natural gas
in 2003. A primary ingredient for fertilizer, it shows few signs of returning to the
price levels of previous years. Nitrogen fertilizer is essential for efficient corn pro-
duction. In the United States, nitrogen is applied to 96 percent of all corn acres.
According to data from the University of Illinois, without nitrogen fertilizers, corn
yields in that state would be reduced by one-third to one-half. However, the U.S.
nitrogen producers on whom we depend are facing a serious crisis. Nitrogen fer-
tilizers are produced using natural gas as the feedstock, accounting for 75–95 per-
cent of the total cash cost of production. High natural gas prices are creating dif-
ficult cost-side pressures. At the same time, Russian exports are flooding world mar-
kets with fertilizer produced from natural gas obtained at government-set prices
that are 30% below the delivered cost of producing the gas.

While corn growers enjoy a short term benefit from these exports, we well under-
stand the long term downside. The U.S. nitrogen supply base has eroded to the
point that imports now account for almost half of U.S. nitrogen supply. If this trend
continues, American farmers will be forced to rely almost entirely on offshore sup-
ply, and on an infrastructure incapable of moving such a large portion of import
supplies from the ports to our farmers on a timely basis. It is time for the Congress
to address the inadequate domestic supply of natural gas and to secure in our trade
negotiations with Russia a commitment to reform the commercially distortive natu-
ral gas pricing policies that are damaging our domestic nitrogen industry.

The bottom line is that due in large part to rising energy costs, overall production
expenses for farmers and ranchers rose an estimated 6 percent in 2003, the largest
increase since 1997. Consequently, NCGA remains steadfast in its support of com-
prehensive energy legislation and urges this Congress to send a bill to the President
this year.

I do not need to remind this committee of the wide range of risks that farmers
and ranchers confront year in and year out. As recently as 2002, the same year the
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Farm and Security and Rural Investment Act was enacted, farm income dropped by
$13 billion. Severe drought, depressed commodity markets, and the transition to a
new a farm bill converged to create real financial pressures for many farmers and
rural communities. Even today, uncertain prospects for U.S. beef production and ex-
ports have led the ERS to forecast net farm income to decline by $7.3 billion. If our
number one customer, the U.S. livestock industry suffers, corn growers will be im-
pacted as well. No farm policy can or should ensure a risk free environment for pro-
ducers. NCGA believes the 2002 Farm Bill, as implemented, is providing a sound,
responsible and effective safety net.

Fortunately, we now have a new counter-cyclical payment program that better
protects our growers from severe financial losses when prices plummet. And this is
precisely why we need to stay the course and resist reopening up the farm bill. Fol-
lowing several years of ad hoc economic assistance, we now have a farm policy that
offers more predictability and fiscal discipline; one that limits assistance to produc-
ers to the times when aid is most needed. In fact, if corn prices remain at current
levels, producers will be required to repay an estimated $696 million in advance
counter cyclical payments that were received last fall. NCGA has already joined offi-
cials at the Farm Service Agency in communicating this announcement by remind-
ing our members of this provision and their options for resolving the potential re-
fund. We applaud the agency for the common sense manner in which they are han-
dling this issue and taking the time to properly explain the procedures. You can
well imagine that this is one letter that producers would rather not receive. But,
this is how the program is supposed to work.

Another key component of the farm safety net is the marketing loan assistance
program. First and foremost, though, this program helps to ensure the orderly mar-
keting of grain throughout the year. The USDA is to be commended for making long
overdue adjustments in county loan rates that more accurately reflect local market
conditions. When NCGA brought to the department’s attention problems regarding
disparities in posted county prices or loan rates between county and state lines re-
sulting from the adjustments, officials from the Farm Service Agency worked very
cooperatively with our staff and growers to develop appropriate solutions. Given the
shifts in livestock production and expansion of the ethanol industry, NCGA believes
that further analysis by the FSA will be needed to ensure that the marketing loan
program keeps pace with the changes in local markets as well as transportation and
grain distribution systems.

As this committee reviews the effectiveness of current farm policy and its imple-
mentation, I cannot overemphasize the value of Congress staying the course. Grow-
ers must make long term capital investments and business decisions based on provi-
sions and programs they expect will not be significantly altered over the life of the
farm bill. Moreover, midcourse changes, including proposals to further restrict farm
support payments are extremely divisive as well as inequitable. Imposing more re-
strictive payment limits will cut off support to producers when they most need as-
sistance—at times of extremely low prices. NCGA continues to support the current
limitations on direct and counter cyclical payments as well as marketing loan bene-
fits.

Over the past year, NCGA has acknowledged the growing concerns in the Con-
gress over rising Federal budget deficits. Despite the fact that the Congressional
Budget Office is projecting substantial reductions in spending for the farm safety
net through Fiscal Year 2008, nearly $8 billion, we continue to hear and read criti-
cism of U.S. farm programs as a significant contributor to the increase in spending.
What we have found is that the criticism from the media, more often than not, re-
veals a fundamental lack of knowledge and understanding of modern production ag-
riculture and the changes which have occurred in recent farm policy to achieve rural
economic and environmental goals established by the Congress. Moreover, these
same critics are ignoring a relatively small growth rate of 3.2 % in discretionary ag-
riculture appropriations compared to 8.3 % for all non-defense bills.

In addition to providing a much needed market-oriented safety net, I must em-
phasize NCGA’s interest in the other farm bill titles that assist producers wanting
to move further down the value-added chain, promote investments for innovative
rural economic development initiatives and advance renewable energy as well as
biobased products. NCGA is therefore; concerned by reduced funding commitments
for important programs such as value added agriculture product market develop-
ment grants, and renewable energy initiatives. Similarly, we are also concerned by
the slow progress toward implementing the Rural Business Investment Program
and Federal procurement of biobased products. These are two programs that offer
considerable potential for attracting new venture capital to our rural communities
and building markets for biomass industries. Just as growers have captured more
value from their corn production by investing in ethanol plants, NCGA is optimistic
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that the new initiatives in the farm bill’s rural development title can pave the way
for producers to seek additional entrepreneurial opportunities and market niches.

One of the major reasons NCGA so strongly supports the 2002 Farm Bill is that
a wide range of priorities are addressed in a comprehensive and balanced way.
NCGA would like to thank the committee for its leadership in supporting a con-
servation title for the 2002 farm bill that demonstrated a significant commitment
to conservation on private land. Growers appreciate the expanded Environmental
Quality Incentives Program (EQIP) and the Wetlands Reserve Program and the cre-
ation of the Conservation Security Program (CSP). These programs are voluntary,
incentive-based programs that help corn growers care for their land, while providing
numerous environmental benefits.

NCGA believes CSP, if properly implemented, can provide a great opportunity to
increase conservation and generate significant environmental results for farmers
and the public. However, if implemented as proposed, most corn growers would not
qualify for a CSP contract. The rule was not written for the average, commercial
farmer though they could provide the greatest benefits. NCGA is particularly con-
cerned with the definition of an agricultural operation and the ongoing funding de-
bate. These should be resolved quickly so that the program can be implemented as
intended.

NCGA also is concerned about the continuing struggle over funding sources for
technical assistance. Unfortunately, the funding has eroded due to the interpreta-
tion of the farm bill and the provision in the 2003 Omnibus Appropriations bill. Last
year the EQIP program was authorized at $700 million. —The Appropriations Com-
mittee reduced it to $695 million. Year-end funding was only $558 million because
EQIP was required to contribute funds for technical assistance requirements of the
Conservation Reserve Program and the Wetlands Reserve Program. NCGA firmly
believes that each conservation program should pay for its own technical assistance.

NCGA also is generally concerned that conservation programs are not being im-
plemented and managed with the farmer in mind. Common problems include the
lack of outreach to growers, the domination of state technical committees by non-
farm organizations or individuals, the failure to recognize the economic challenges
growers face, and a focus on solving minor conservation or environmental problems.
Most of these problems are encountered at the state level. NCGA would appreciate
the committee’s attention to these issues.

Mr Chairman, the success of the Farm Security and Rural Investment Act of 2002
can be evaluated in many different ways. For the American consumer, the invest-
ments we make in farm programs help to ensure the safest and most affordable sup-
ply of food anywhere in the world. To be sure, the entire food and agriculture sector
from the farm gate to the table is a beneficiary of the farm bill and generates one
sixth of our Nation’s gross domestic product. I have attempted to provide you and
the committee an objective assessment of the farm bill and an overview of the corn
industry’s performance. While market forces and how producers respond to them ul-
timately determine our success, today’s farm bill enables U.S. corn growers to make
further advances in food production, renewable energy, and conservation practices
that would not be possible otherwise. Our farm programs, in fact, have helped to
create new opportunities that have resulted in additional benefits for both producers
and the American taxpayer. Finally, I want to thank you for conducting this hear-
ing. We appreciate your strong leadership and commitment to U.S. agriculture and
ask for your continued support of this landmark legislation.

Æ
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